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Title  29 — Labor 

CHAPTER  XXVI— PENSION  BENEFIT 
GUARANTY  CORPORATION 

PART  2608— INTERIM  REGULATION  ON 
ALLOCATION  OF  ASSETS 

On  November  4,  1975,  a  notice  of  pro¬ 
posed  rulemaking  was  published  in  the 
Federal  Register,  40  51368  setting 

forth  regulations  proposed  by  the  Pen¬ 
sion  Benefit  Guaranty  Corporation 
(“PBGC”)  governing  the  allocation  of 
assets  of  terminating  pension  plans  sub¬ 
ject  to  Title  IV  of  the  Employee  Retire¬ 
ment  Income  Security  Act  of  1974 
(“Act”) . 

The  proposed  regulation  did  not  differ¬ 
entiate  between  sufficient  plans  (i.e., 
plans  to  which  PBGC  issues  a  Notice  of 
Sufficiency)  and  other  plans.  Since  pub¬ 
lication  of  the  proposed  regulation,  the 
staff  of  the  PBGC,  its  Advisory  Commit¬ 
tee  and  its  Board  of  Directors  have  ad¬ 
dressed  this  matter  and  developed  pro¬ 
cedures  to  determine  whether  a  plan  is 
sufficient  and  how  sufficient  plans  are  to 
be  terminated.  Additionally,  guidelines 
concerning  the  establishment  of  sub¬ 
classes  within  the  priority  categories  of 
the  Act  have  been  developed.  Because  im¬ 
plementation  of  these  guidelines  requires 
substantive  changes  in  the  allocation  of 
assets  regulation,  PBGC  has  published 
concurrently  with  this  Interim  Regula¬ 
tion,  a  new  proposal  on  allocation  of  as¬ 
sets  which  may  be  found  at  41  PR  48492. 
However,  to  provide  guidance  and  assure 
uniformity  in  the  processing  of  other 
than  sufficient  plans  and  because  the 
originally  proposed  regulation  on  alloca¬ 
tion  of  assets  of  such  plans  is  not  sub¬ 
stantially  affected,  the  PBGC  is  publish¬ 
ing  this  Interim  Regulation  but  limiting 
its  application  to  other  than  suffiolenA 
plans.  This  change  is  contained  in  section 
2608.1(b). 

Comments  on  the  proposed  regulation 
published  November  4, 1975  were  received 
from  six  organizations.  The  comments 
were  reviewed  by  the  staff  of  the  PBGC 
and  by  the  Advisory  Cwnmittee  to  the 
PBGC  established  pursuant  to  section 
4002(h)  of  the  Act. 

General  Purpose  and  Approach 

As  explained  in  the  proposal,  the  pur¬ 
pose  of  this  part  is  to  establish  the  pro¬ 
cedure  for  allocating  assets  of  a  ter¬ 
minating  plan  so  that  such  assets  will  be 
allocated  in  accordance  with  the  prior¬ 
ities  established  in  section  4044(a)  of  the 
Act.  In  addition,  the  allocation  must  be 
accomplished  in  such  a  way  that  the 
amount  of  plan  asse^  allocate  to  bene¬ 
fits  of  the  plan  which  are  guaranteed  can 
be  determined.  One  comment  noted  that 
in  certain  circumstances  the  calculations 
necessary  to  arrive  at  the  proper  alloca¬ 
tion  of  assets  could  be  streamlined.  Ac¬ 
cordingly,  proposed  section  2608.4  has 
been  revised  to  provide  that  any  method 
of  allocating  assets  may  be  used  so  long 
as  the  amount  of  assets  allocated  to  the 
total  basic  type  benefits  and  the  amount 
of  assets  allocated  to  the  total  non-basic 
type  benefits  of  each  participant  is  equal 
to  the  amounts  which  would  be  allocated, 
respectively,  to  those  typies  of  benefits  if 


the' pincedure  for  allocating  assets  con¬ 
tained  in  this  part  had  been  followed. 

Another  comment  suggested  that  plan 
assets  shoiild  be  allocated  first  to  guar¬ 
anteed  benefits  and  only  then  to  non-' 
guaranteed  benddts.  The  PBGC  and  the 
Advisory  Committee  reviewed  this  com¬ 
ment  and  determined  that  the  higher 
priority  categories  in  section  4044(a)  of 
the  Act  contained  non-guaranteed  in  ad¬ 
dition  to  guaranteed  types  of  benefits, 
e.g.,  non-guaranteed  early  retirement 
supplements  which  have  been  in  pay  sta¬ 
tus  for  more  than  3  years  when  a  plan 
terminates  are  in  priority  category  3. 
Since  that  section  requires  assets  to  be 
allocated  to  satisfy  all  benefits  contained 
in  a  priority  category  before  allocating 
any  assets  to  benefits  contahied  in  a  lower 
priority  category,  some  plan  assets  may 
be  allocated  to  non-guaranteed  benefits 
before  assets  are  allocated  to  all  guar¬ 
anteed  benefits. 

Voluntary  Employee  Contributions 

Two  comments  advised  that  voluntary 
employee  contributions  might  be  used  to 
provide  an  annuity  to  the  participant, 
and  that  proposed  section  2608.6  did  not 
allow  for  this  possibility.  In  light  of  those 
comments,  section  2608.6  has  been 
amended  to  include  as  a  benefit  assigned 
to  priority  category  1  any  annuity  or 
other  benefit  provided  by  voluntary  em¬ 
ployee  contributions. 

Mandatory  Employee  Contributions 

Proposed  section  2608.7  established  a 
method  for  determining  the  benefit  de¬ 
rived  from  mandatory  employee  contri¬ 
butions  and  determining  what  portion  of 
that  benefit  was  guaranteeable,  what 
portion  was  non-guaranteeable  and  the 
value  of  each  portion.  One  comment  sug¬ 
gested  that  the  proposed  regulation  was 
too  complicated  with  respect  to  com¬ 
puting  the  value  of  a  retired  participant’s 
benefit  derived  fr<xn  mandatory  contri- 
botions.  Instead,  the  comment  observed 
that  since  it  is  possible  to  determine  at 
retirement  the  benefit  derived  from 
mandatory  contributions,  that  amount 
could  be  traced  through  the  ensuing  years 
and  that  this  process  would  avoid  the 
asserted  devaluation  of  such  benefits 
which  would  tend  to  occur  under  the 
proposed  regulation.  The  PBGC  has  de¬ 
termined  that  if  the  suggested  procedure 
implicit  in  the  comment  were  followed, 
it  would  mean  that  not  all  benefits  paid 
frmn  the  plan  would  be  deducted  from 
acciunulat^  employee  contributions  and 
that  this  result  would  conflict  with  the 
requirements  of  section  4044(b)  (5)  of  the 
Act  and  would  be  inconsistent  with  sec¬ 
tion  4044  in  general. 

Another  comment  recommended  that 
only  distributions  of  benefits  derived 
from  mandatory  employee  contributions 
be  deducted  from  accumulated  manda¬ 
tory  contributions.  Since  this  recom¬ 
mendation  also  is  inconsistent  with  sec¬ 
tion  4044(b)(5)  of  the  Act,  it  has  not 
been  adopted. 

One  other  comment,  however,  noted 
that  proposed  section  2608.7(b)  (1)  (ii) 
(section  2608.7(c)  (1)  (il)  in  this  regula¬ 
tion)  which  deducts  payments  or  distri¬ 
butions  from  the  plan  from  accumulated 


employee  contributions,  did  not  specifi¬ 
cally  exclude  from  the  amounts  deducted, 
payments  or  distributions  derived  from 
voluntary  employee  contributions.  Since 
voluntary  employee  contributions  are 
treated  as  a  separate  plan,  payments 
attributable  to  such  contributions  would 
beiaken  into  account  in  determining  the 
value  of  benefits  remaining  in  the  plan. 
This  raises  the  possibility  of  one  payment 
being  deducted  twice  and,  accordingly, 
the  final  regulation  has  been  changed  to 
provide  that  benefits  or  pasrments  derived 
fr<Mn  voluntary  employee  contributions 
are  not  to  be  deducted  from  accumulated 
mandatory  employee  contributions.  Ad¬ 
ditionally,  in  accordance  with  section 
4()44(b)(5),  to  avoid  deductions  in  ex¬ 
cess  of  mandatory  employee  contribu¬ 
tions,  the  final  regulation  provides  that 
the  deduction  of  disability  ciayments  to 
an  employee  frmn  his  acciunulated  man¬ 
datory  employee  contributions  is  limited 
to  the  total  of  such  contributions  re¬ 
maining  at  the  time  the  disability  pay¬ 
ment  was  made.  Thus,  if  an  employee 
becomes  disabled  at  a  time  when  his 
accmnulated  mandatory  contributions 
equal  $3,000,  receives  $4,000  of  disability 
pasunents,  and  subsequently  recovers  and 
returns  to  emplosnnent  until  retiring  at 
normal  retirement  age,  the  deductions 
for  disability  payments  will  not  exceed 
$3,000. 

Priority  Category  3 

Proposed  section  2608.8  defined  the 
benefits  assignable  to  priority  category  3 
which  contains  annuities  which  havfe 
been  in  pay  status  for  the  three  years 
preceding  the  date  of  plan  termination 
or  could  have  been  in  pay  status  for 
that  period  of  time.  One  comment  pro¬ 
posed  that  annuity  benefits  payable  be¬ 
cause  of  a  participant’s  death  or  dis¬ 
ability  occurring  within  three  years  of 
the  date  of  plan  termination  be  treated 
as  annuities  which  would  have  been  in 
pay  status  for  the  three  year  period 
preceding  the  date  of  plan  termination, 
because  if  the  participant  had  died  or 
been  disabled  three  years  before  plan 
termination  the  annuity  could  have  been 
in  pay  status.  The  PB(3C  and  Advisory 
Committee  reviewed  this  recommenda¬ 
tion  and  determined  that  section  4044 
(a)  (3)  (B)  of  the  Act  applies  only  to 
situations  where  there  was  a  right  to 
retire  and  receive  the  benefit  at  the  be¬ 
ginning  of  the  three  year  period  ending 
on  the  date  of  plan  termination.  Since 
the  benefits  referred  to  in  the  comment 
would  not  actually  be  buyable  because 
the  participant  was  not  disabled  or  dead 
at  the  beginning  of  such  period,  the  rec¬ 
ommendation  has  not  been  adopted. 

Proposed  section  2608.8(a)  (2)  which 
covers  benefits  that  could  have  been  in 
pay  status,  has  been  revised  to  provide 
Uiat  tile  age  and  service  of  the  par¬ 
ticipant  and  any  other  relevant  factors 
which  existed  three  years  prior  to,  in¬ 
stead  of  on,  the  date  of  plan  termination 
will  be  used  to  determine  the  amomit  of 
the  benefit  which  could  have  been  in  pay 
status..  Thus,  section  2608.8(a)(2),  as 
revised,  miM'e  accurately  implements  the 
explicit  Ismguage  of  section  4044(a)(3) 
(B)  of  the  Act. 
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Remaining  Priority  Categories 

Proposed  sections  2608.9,  2608.10,  and 
2608.11  covering  priority  categories  4,  5, 
and  6,  respectively',  remain  as  in  the  pro¬ 
posal  except  for  technical  corrections. 
No  comments  suggesting  a  change  in  the 
approach  to  these  priority  categories 
were  received,  although  one  comment 
indicated  that  benefits  in  priority  cate¬ 
gory  5  were  guaranteed.  Since  priority 
category  4  contains,  inter  alia,  “all  other 
benefits  •  *  •  guaranteed  imder  (Title 
IV)  *  •  priority  category  5  can 
never  contain  a  guaranteed  benefit.  Act, 
section  4044(a)(4)(A).  To  clarify  any 
confusion  on  this  point,  the  definition 
of  “basic  type  benefit”  contained  in  sec¬ 
tion  2608.2  has  been  changed  to  specify 
that  basic-type  benefits  only  exist  in 
priority  categories  2  through  4.  Minor 
changes  or  technical  corrections  have 
also  been  made  elsewhere  in  the  regu¬ 
lation. 

Because  of  the  need  to  provide  im¬ 
mediate  guidance  to  terminated  and  ter¬ 
minating  plans  on  allocation  of  plan  as¬ 
sets,  because  the  processing  of  some  ter¬ 
minating  plans  cannot  proceed  further 
until  such  guidance  is  provided  and  be¬ 
cause  of  the  large  number  of  plans  which 
have  filed  notices  of  intent  to  terminate, 
the  Penision  Benefit  Guaranty  Corpora¬ 
tion  finds  that  good  cause  exists  for  mak¬ 
ing  this  Interim  regulation  effective  im¬ 
mediately.  Interested  persons  may,  how¬ 
ever,  submit  comments  on  this  interim 
regulation.  Comments  must  be  submitted 
on  or  before  December  3,  1976  and 
be  addressed  to  the  OfBce  of  the 
General  Counsel,  Pension  Benefit  Guar¬ 
anty  Corporation,  Suite  7200,  2020  K 
Street,  NW.,  Washington,  D.C.  20006. 
Each  person  submitting  comments  should 
include  his  or  her  name  and  address. 
Identify  this  regulation  and  give  reasons 
for  any  recommendations.  Cojries  of  writ¬ 
ten  comments  will  be  available  for  ex¬ 
amination  by  Interested  persons  in  the 
PBGC’s  OfiBce  of  Communications,  Suite 
7100,  2020  K  Street,  NW.,  Washington, 
D.C.  between  the  hours  of  9:00  a.m.  and 
4:00  p.m. 

In  consideration  of  the  foregoing  and 
the  reasons  set  forth  in  the  proposal  on 
allocation  of  assets  and  by  virtue  of  the 
authority  conferred  on  the  Pension  Ben¬ 
efit  Guaranty  Corporation  by  sections 
4002(b)  (3)  and  4044  of  the  Act,  Chapter 
XXVI  of  Title  29  of  the  Code  of  Federal 
Regulations  is  hereby  amended  by  adding 
a  new  part  2608  to  read  as  follows: 

See. 

2608.1  Purpose  and  scope. 

2608.2  Definitions. 

2608.3  General  rule. 

2608.4  Manner  of  allocation. 

2608.5  Violations. 

2608.6  Priority  category  1  benefits. 

2608.7  Priority /^tegory  2  benefits. 

2608.8  Priority  category  3  benefits. 

2608.9  Priority  category  4  benefits. 

3608.10  Priority  categcay  5  benefits. 

2608.11  Priority  category  6  benefits. 

Atjthoritt:  Secs.  4002(b)  (33),  4044,  Pub, 
U  93-406,  88  Stat.  1004,  1025-27  (29  UA.a 
1302(b)  (3),  1344). 


RULES  AND  REGULATIONS 

I 

§  2608.1  Purpose  and  scope. 

(a)  Purpose.  The  purpose  of  this  pcurt 
is  to  establish  the  procedure  for  allo¬ 
cating  a  plan’s  assets  in  acctxdance  with 
secticm  4044  of  the  Act  upon  the  plan’s 
termination. 

(b)  Scope.  This  part  applies  to  plans 
covered  by  section  4021  of  the  Act  that 
terminate  on  or  after  Sept^ber  2,  1974 
and  that  do  not  receive  a  notice  from 
the  PBGC,  pursuant  to  section  4041(b) 
of  the  Act,  that  after  application  of  sec¬ 
tion  4044  of  the  Act  the  assets  of  the 
plan  are  sufficient  to  discharge  when  due 
all  obligations  of  the  plan  with  respect 
to  basic  benefits. 

§  2608.2  Definitions. 

For  purposes  of  this  part : 

“Act”  means  the  Employee  Retirement 
Income  Security  Act  of  1974. 

“Annuity”  means  a  series  of  periodic 
p>ayments  to  a  participant  or  a  smwlving 
beneficiary  for  a  fixed  or  contingent 
period. 

“Basic  type  benefit”  means  a  benefit 
that  is  assigned  to  priority  category  2, 
3,  or  4  and  is  the  type  of  benefit  that  is, 
or  would  be,  guaranteed  under  the  pro¬ 
visions  of  Part  2605  of  this  chapter,  if 
the  insurance  limits  referred  to  in 
§  2605.4(b)  of  that  part  did  not  apply. 

“Date  of  plan  termination”  means  the 
date  determined  pursuant  to  section 
4048  of  the  Act. 

“Guaranteed  benefits”  means  benefits 
which  are  guaranteed  imder  Part  2605 
of  this  chapter. 

“Mandatory  employee  contributions” 
means  amounts  contributed  to  the  plan 
by  a  participant  which  are  required  as  a 
condition  of  employment,  as  a  condition 
of  participation  in  such  plan,  or  as  a 
condition  of  obtaining  benefits  undo*  the 
plan  attributable  to  employer  contribu¬ 
tions. 

“Non-basic  tsqie  benefit”  means  any 
benefit  provided  by  a  plan  other  than  a 
basic  type  benefit. 

“Nonforfeitable  benefit”  means  a  ben¬ 
efit  payable  with  respect  to  a  partici¬ 
pant  if  on  the  date  of  termlnaticm  of 
the  plan  the  participant  has  satisfied  all 
of  the  conditions  required  of  him  under 
the  provisions  of  the  plan  to  establish 
entitlement  to  the  benefit,  except  the 
submission  of  a  formal  application,  re¬ 
tirement,  or  the  CMnpletion  of  a  re¬ 
quired  waiting  period.  Benefits  that  be¬ 
come  nonforfeitable  solely  as  a  result  of 
the  termination  of  a  plan  will  be  con¬ 
sidered  forfeitable. 

“Normal  retirement  age”  means  the 
age  specified  in  the  plan  as  the  normal 
retirement  age,  which  age  with  respect 
to  each  participant  cannot  exceed  the 
later  of  age  65  or  the  age  attained  after 
10  years  of  participation  in  the  plan  or, 
if  no  normal  retirement  age  is  specified 
in  the  plan,  age  65. 

“Plan”  means  a  defined  benefit  plan. 

“Plan  assets”  means  the  dollar  value 
of  the  assets  available  to  pay  plan  bene¬ 
fits  determined  in  the  manner  prescribed 
by  the  Pension  Benefit  Guaranty  Cor¬ 
poration. 

“Priority  categories”  or  “Priority  cate¬ 
gory”  means  the  categories  contained  in 
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section  4044(a)  (1)  through  section  4044 
(a)(6)  of  the  Act  which  establish  the 
order  in  which  plan  assets  are  to  be  al¬ 
located  upon  termination. 

“Value  of  plan  benefits”  means  the 
dollar  value,  as  of  the  date  of  plan  ter¬ 
mination,  of  the  benefits  provided  by  the 
plan,  determined  in  the  manner  pre¬ 
scribed  by  the  Pension  Benefit  Guaranty 
Corporation. 

“Voluntary  employee  contributions” 
means  amounts  contributed  to  a  plan 
pursuant  to  the  provisions  of  the  plan 
by  an  employe  which  are  not  mandatory 
emplo3^e  contributions. 

§  2608.3  Cental  rule. 

Upon  the  termination  of  a  plan  to 
which  this  part  applies,  the  assets  of 
such  plan  shall  be  allocated  to  benefits 
provided  by  the  plsm  in  the  manner  pre¬ 
scribed  by  this  part. 

§  2608.4  Manner  of  allocation. 

(a)  General.  Assets  shall  be  allocated 
by  using  the  procedure  contained  in 
paragraphs  (b)  through  (f)  of  this  sec¬ 
tion,  or  such  other  procedure  which  re¬ 
sults  in  the  same  amount  of  assets  being 
allocated  separately  to  the  total  basic 
type  benefit  and  total  non-basic  tjrpe 
benefit  payable  with  respect  to  each  plan 
participant  as  would  be  the  case  if  the 
procedure  contained  in  paragraphs  (b), 
through  (f)  were  followed. 

(b)  Assignment  of  benefits.  Benefits 
payable  with  respect  to  each  participant 
under  the  plan  after  the  date  the  plan 
terminates  shall  be  assigned  to  the  ap¬ 
propriate  priority  category  contained  in 
section  4044(a)  of  the  Act  in  accordance 
with  SS  2608.6  through  2608.11,  and  the 
value  of  that  portion  of  a  pailicipant’s 
benefit  assigned  to  each  priority  category 
also  shall  be  determined  in  accordance 
with  Sections  2608.6  and  2608.11.  ’The 
benefits  payable  with  respect  to  each 
participant  shall  be  determined  as  of  the 
date  of  plan  termination. 

(c)  Value  of  benefits  in  each  priority 
category.  The  total  value  of  the  benefits 
assigned  to  each  priority  category  shall 
be  computed  by  adding  together  the 
values  of  the  benefits  assigned  to  such 
category. 

(d)  Allocation  of  assets  to  priority 
categories.  The  assets  of  the  plan  avail¬ 
able  for  allocation  shall  be  allocated  to 
each  priority  category  in  succession,  be¬ 
ginning  with  the  first  priority  category. 
If  the  plan  has  sufficient  ^ets  to  satisfy 
in  full  the  value  of  all  benefits  assigned 
to  a  priority  category,  the  remaining  as¬ 
sets  shall  then  be  allocated  to  the  next 
lower  priority  category.  This  process  shall 
be  repeated  until  all  assets  of  the  plan 
have  been  allocated  to  priority  categor¬ 
ies,  or  sufficient  assets  have  been  al¬ 
located  to  satisfy  the  value  of  all  bene¬ 
fits  assigned  to  priority  categories  1 
through  6,  whichever  occurs  first. 

(e)  Allocation  of  assets  to  benefits 
within  priority  categories.  (1)  Except  for 
benefits  assigned  to  the  fifth  priority 
category,  if  the  plan  assets  allocable  to 
any  priority  category  are  insufScient  to 
satisfy  in  full  the  value  of  the  benefits  as¬ 
signed  to  that  category,  the  plan  assets 
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shall  be  allocated  to  the  value  of  the 
benefits  of  each  participant  assigned  to 
such  category  by  multiplying  the  plan 
assets  allocated  to  the  cat^ory  by  a 
fraction,  the  numerator  of  whldi  shall 
be  the  value  of  the  participant’s  benefits 
assigned  to  such  category  and  the 
denominator  of  which  shall  be  the  value 
of  all  benefits  assigned  to  such  category. 
(2)  If  the  plan  assets  allocable  to  prior¬ 
ity  category  5  are  insufficient  to  cover 
the  benefits  assigned  to  such  category, 
the  following  allocation  procedure  shall 
apply; 

(i)  The  assets  allocable  to  priority 
category  5  shall  first  be  allocated  to  the 
value  of  the  nonforfeitable  benefits  of 
plan  participants  computed  on  the  basis 
of  the  provisions  of  the  plan  which  were 
in  effect  at  the  beginning  of  the  five  (5) 
year  period  ending  on  the  date  of  plan 
termination. 

(ii)  If  the  assets  available  for  alloca¬ 
tion  under  paragraph  (e)  ^2)  (i)  of  this 
section  are  sufficient  to  satisfy  in  full 
the  benefits  described  in  such  paragrai^, 
the  remaining  plan  assets  allocable  to 
cat^oiy  5  shall  be  allocated  to  the  bene¬ 
fit  changes  applicable  to  each  partici¬ 
pant  imder  the  earliest  amendment  of 
the  plan  diiring  the  five  year  period  end¬ 
ing  on  the  date  of  plan  termination 
which  was  effective  during  such  period. 
If  the  plan  assets  allocable  to  such 
amendment  are  sufficient  to  satisfy  in 
full  the  value  of  the  benefits  of  plan  par¬ 
ticipants  under  such  amendment,  any 
remaining  plan  assets  shall  be  similarly 
allocated  to  the  next  succeeding  amend¬ 
ment.  This  process  shall  be  repeated  un¬ 
til  all  plan  assets  allocable  to  priority 
category  5  have  been  exhausted.  In  the 
event  that  the  plan  assets  are  insuffi¬ 
cient  to  satisfy  in  full  the  benefits  at¬ 
tributable  to  any  sub-category  of  prior¬ 
ity  category  5,  the  assets  allocable  to 
such  sub-cate^ry  shall  be  distributed 
among  participants’  benefits  in  sudi  sub¬ 
category  on  the  basis  of  the  ratio  that 
each  participant’s  benefits  assigned  to 
eudi  sub-category  bears  to  the  total 
benefits  assigned  to  such  sub-category. 

(3)  The  assets  allocated  to  each  par¬ 
ticipant’s  benefits  within  each  priority 
category  shall  first  be  applied  to  satisfy 
the  value  of  the  participant’s  basic  type 
benefit  assigned  to  such  category.  Any 
remaining  assets  shall  then  be  applied  to 
the  value  of  such  participant’s  non-basic 
type  benefit  assi^ed  to  that  priority 
category. 

(f)  Computation  of  plan  asset  insuffi¬ 
ciency.  If  the  plan  assets  allocsdile  to  a 
participant’s  basic  type  benefit  in  all 
priority  categories  are  not  sufficient  to 
satisfy  in  full  the  value  of  the  partici¬ 
pant’s  guaranteed  benefits  the  amoimt  of 
the  difference,  but  not  less  than  zero,  be¬ 
tween  the  assets  so  allocated  and  the 
value  of  such  benefits  shall  constitute 
the  amount  of  asset  deficiency  with  re¬ 
spect  to  that  participant.  The  siun  of 
such  deficiencies  with  respect  to  all  plan 
parti^pants  ^all  constitute  the  plan  as¬ 
set  Insufficiency  under  section  4062(b) 
(1)  of  the  Act 


§  2608.5  Violations. 

-  It  shall  be  a  vlolaticm  of  the  Act  to 
aUoeate  {dan  assets  other  than  as  pre¬ 
scribed  in  seetiMa  4044  of  the  Act  and 
this  part,  except  as  may  be  required  tm- 
der  section  4044(b)  (4)  of  the  Act  Where 
a  distribution,  transfer  or  allocation  of 
assets  is  made  to  a  participant  in  con¬ 
templation  of  plan  termination,  it  shall 
be  treated  as  an  allocation  of  plan  assets 
upon  termination  of  the  plan. 

§  2608.6  Priority  catogur^  1  boiielil*. 

The  benefits  assigned  to  priority  cate¬ 
gory  1  consist  of  accrued  benefits  of  par¬ 
ticipants  which  are  derived  from  volim- 
tary  employee  contributions.  The  value 
of  such  benefits  is  the  balance  of  the 
participant’s  account  if  the  plan  main¬ 
tains  a  separate  account  for  voluntary 
contributions  from  a  participant.  If  the 
plan  does  not  maintain  such  a  separate 
account,  the  value  of  such  benefits  is  the 
total  of  the  participant’s  voluntary  con¬ 
tributions,  less  any  withdrawals,  unpaid 
loans,  and  the  value  of  any  benefits  de¬ 
rived  from  the  participant’s  voluntary 
contributions.  For  the  purposes  of  this 
section,  if  any  portion  of  a  participant’s 
account  or  investment  in  a  plan  derived 
from  volimtary  contributicms  was  used 
to  purchase  or  provide  an  annuity,  or 
portion  of  an  annuity,  or  other  benefit, 
such  annuity,  or  portion  thereof,  or  other 
benefit  shall  be  a  benefit  derived  from 
voluntary  employee  contributions,  and 
shall  be  valued  using  the  valuation  fac¬ 
tors  established  by  the  Pension  Benefit 
Guaranty  Corporation  which  are  appli¬ 
cable  as  of  the  date  of  plan  termination. 

§  2608.7  Priority  category  2  b<‘nc(it$. 

(a)  General.  The  benefit  in  priority 
category  2  of  each  participant  is  his  ac¬ 
cumulated  mandatory  contributions  as 
of  the  date  of  plan  termination.  The  ac- 
ciunulated  mandatory  contributions  and 
the  basic  type  and  non-basic  type  of  ben¬ 
efit  derived  therefrom  shall  be  computed 
in  accordance  with  paragraphs  (b)  and 
(c)  of  this  section. 

(b)  Plans  subject  to  section  204  kc)  of 
the  Act.  The  present  value  of  priority 
category  2  benefits  for  each  participant 
in  a  plan  subject  to  section  204(c)  of 
the  Act  shall  be  computed  as  follows; 

(1)  Compute  each  participant’s  accu¬ 
mulated  contributions  as  of  the  date  of 
termination  by — 

(i)  Adding; 

(A)  The  total  of  the  participant's 
mandatory  contributions  to  the  plan, 
plus 

(B)  Interest,  if  any,  under  the  plan 
to  the  end  of  the  last  plan  year  to  which 
section  204(c)  of  the  Act  does  not  apply, 
and 

(C)  Interest,  if  any,  on  the  sum  of  the 
amounts  determined  imder  paragraphs 
(b)  (1)  (1)  (A)  and  (B)  of  this  section 
compounded  annually  at  the  rate  of  5 
percent  per  annum,  or  such  other  rate  as 
may  be  established  by  the  Secretary  of 
the  Treasury  under  section  204(c)  (2)  (D) 
of  the  Act,  frmn  the  beglimlng  of  the 
first  plan  year  to  which  section  204(c) 
of  the  Act  applies  to  the  earlier  of  the 


participant’s  retirement  date  or  the  date 
of  plan  termination;  and 

(il)  Subtracting  from  the  total  of 
paragraphs  (b)(i)(A),  (i)  (B)  and  (i) 
(C)  of  tlds  section; 

(A)  Any  payments  or  distributions 
from  the  plan  to  the  participant  (h*  to 
his  beneficiary,  excluding  payments  or 
distributions  of  benefits  derived  from  vol¬ 
untary  employee  contributions  and  pay¬ 
ments  or  distributions  on  account  of  dis¬ 
ability  to  the  extent  such  payments  or 
distributions  at  the  time  they  were  made 
exceeded  the  participant’s  acciunulated 
contributions;  and 

(B)  Interest  payable  xmder  paragraphs 
(b)  (1)  (i)  (B)  and  (1)  (i)  (C)  of  this  sec¬ 
tion  on  the  amounts  which  are  described 
in  paragraph  (b)  (iii)  (A)  of  this  sec¬ 
tion  paid  prior  to  the  participant’s  re¬ 
tirement  date,  calcffiated  from  the  date 
of  such  payments  until  the  date  of  plan 
termination. 

(2)  Compute  the  value  of  each  partic¬ 
ipant’s  benefits  assignable  to  priority 
category  2  as  follows; 

(i)  For  participants  who  have  not  re¬ 
tired  and  who  have  not  reached  normal 
retirement  age  as  of  the  date  of  plan 
termination — 

(A)  Add  accumulated  employee  con¬ 
tributions  computed  under  paragraph 
(bXl)  of  this  section  and  interest  on 
such  contributions  compoimded  annual¬ 
ly  at  the  rate  of  5  percent  per  annum 
from  the  date  of  plan  termination  to  the 
date  on  which  the  participant  would 
attain  normal  retirement  age. 

<B)  Using  the  Internal  Revenue  Serv¬ 
ice  factors  in  effect  for  such  purposes, 
convert  the  amount  determined  imder 
paragrph  (b)  (2)  (i)  (A)  of  this  section 
to  the  normal  form  of  the  accrued  benefit 
payable  at  normal  retirement  age  under 
the  plan  that  is  attributable  to  accumu¬ 
lated  employee  contributions. 

(C)  Compute  the  value  of  the  benefit 
determined  under  paragraph  (b)  (2)  (i) 
(B)  of  this  section  using  the  valuation 
factors  established  by  the  Pension  Bene¬ 
fit  Guaranty  Corporation  for  such  pur¬ 
pose  which  are  applicable  as  of  the  date 
of  plan  termination. 

(D)  The  value  of  the  basic  type  priority 
category  2  benefit  is  equal  to  the  value 
of  the  benefit  computed  under  para¬ 
graph  (b)  (2)  (i)  (C)  of  this  section.  The 
value  of  the  non-basic  type  priority  cate¬ 
gory  2  benefit  is  equal  to  the  difference 
between  the  value  of  accumulated  em¬ 
ployee  contributions  computed  accord- 
mg  to  paragraph  (b)(1)  of  this  section 
and  the  value  of  the  basic  type  priority 
category  2  benefit  computed  under  this 
subparagraph,  which  difference  shall  not 
be  less  than  zero. 

(ii)  For  participants  who  have  retired 
before  the  date  of  plan  termination  or 
have  attained  normal  retirement  age  on 
such  date — 

(A)  Using  the  Internal  Revenue  Serv¬ 
ice  factors  in  effect  for  such  purposes, 
convert  the  accumulated  employee  con¬ 
tributions  computed  under  paragraph 
(b)(1)  of  this  section  to  the  form  of 
the  accrued  benefit  payable  at  the  par¬ 
ticipant’s  attained  age. 
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(B)  Compute  the  value  of  the  benefit 
determined  in  paragraph  (b)  (2)  (11)  (A) 
of  this  section  using  the  valuation  factors 
established  by  the  Pension  Benefit  Guar¬ 
anty  Corporation  for  such  purpose  which 
are  applicable  as  of  the  date  of  plan 
termination. 

(C)  The  value  of  the  basic  type  priority 
category  2  benefit  is  equal  to  the  value  of 
the  benefit  computed  under  paragraph 
(b)  (2)  <ii)  (B)  of  this  section.  The  value 
of  the  nonbasic  type  priority  category  2 
benefit  is  equal  to  the  difference  between 
the  value  of  the  accumulated  employee 
contributions  computed  according  to 
paragraph  (b)  (1)  of  this  section  and  the 
value  of  the  basic  type  priority  category 
2  benefit  computed  under  this  paragraph, 
which  difference  shall  not  be  less  than 
zero. 

(c)  Plans  not  subject  to  section  204(c) 
of  the  Act — The  present  value  of  the  ben¬ 
efits  in  priority  category  2  of  each  par¬ 
ticipant  in  a  plan  not  subject  to  section 
204(c)  of  the  Act  shall  be  computed  as 
follows : 

(1)  Compute  the  accumulated  manda¬ 
tory  contributions,  which  shall  not  be  less 
than  zero,  of  each  employee  as  of  the  date 
of  plan  termination  by  adding  to  the 
amount  computed  under  section  2608.7 
(b)(1)  (1)  (A)  such  interest  on  employee 
contributions  as  may  be  provided  by  the 
plan,  and  subtracting  any  payments  or 
distributions  from  the  plan  to  the  partic¬ 
ipant  or  his  beneficiary  before  the  date 
of  plan  termination  (excluding  payments 
or  distributions  of  benefits  derived  from 
voluntary  contributions  and  payments  or 
distributions  on  account  of  disability  to 
the  extent  that  such  distributions  or  pay¬ 
ments  at  the  time  they  were  made  ex¬ 
ceeded  the  participant’s  accumulated 
contributions)  including  interest  on  such 
pajnnents  or  distributions  to  the  earlier 
of  the  date  of  plan  termination  or  the 
date  the  participant  retired  computed  at 
the  rate  interest  was  accumulated  on 
mandatory  employee  contributions. 

(2)  Compute  the  value  of  any  death 
benefits  imder  the  plan  which  are  at¬ 
tributable  to  the  refund  of  employee  con¬ 
tributions  as  determined  under  the  plan 
in  the  event  of  the  death  of  the  partici¬ 
pant  prior  to  the  commencement  at  nor¬ 
mal  retirement  age  of  benefit  payments 
under  the  plan.  The  value  of  such  bene¬ 
fit  is  to  be  computed  using  the  valuation 
factors  established  by  the  Pension  Benefit 
Guaranty  Corporation  applicable  as  of 
the  date  of  plan  termination. 

(3)  Determine  the  value  of  the  par¬ 
ticipant’s  accrued  basic  type  benefit  un¬ 
der  the  plan  payable  in  the  normal  form 
provided  by  the  plan  for  retirement  at  the 
normal  retirement  age,  and  compute  its 
value  using  the  valuation  factors  which 
are  applicable  as  of  the  date  of  plan 
termination  established  by  the  Pension 
Benefit  Guaranty  Corporation. 

(4)  If  the  difference  between  the  ac¬ 
cumulated  employee  contributions  com¬ 
puted  under  paragraph  (c)(1)  of  this 
section  and  the  value  of  the  death  bene¬ 
fits  computed  imder  paragraph  (c)  (2) 
of  this  section  is  equal  to  or  greater  than 
the  value  of  the  participant’s  total  ac- 
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crued  basic  type  benefits  computed  under 
paragraph  (c)  (3)  of  this  section. 

(i)  The  value  of  the  basic  type  priority 
category  2  benefit  is  the  total  value  of 
the  participant’s  accrued  basic  type  ben¬ 
efit  computed  under  paragraph  (c)  (3) 
of  this  section;  and 

(ii)  The  value  of  the  non -basic  type 
priority  category  2  benefit  is  the  differ¬ 
ence  between  the  value  of  the  employee’s 
acciunulated  contributions  computed  im¬ 
der  paragraph  (c)  (1)  of  this  section  and 
the  amount  computed  under  paragraph 
(c)  (3)  of  this  section. 

(5)  If  the  difference  between  the  ac¬ 
cumulated  employee  contributions  com¬ 
puted  under  paragraph  (c)  (1)  of  this 
section  and  the  value  of  the  employee 
death  benefits  computed  under  para¬ 
graph  (c)  (2)  of  this  section  does  not  ex¬ 
ceed  the  value  of  the  participant’s  ac¬ 
crued  basic  type  benefit  computed  in 
accordance  with  paragraph  (c)  (3)  of 
this  section. 

(i)  The  value  of  the  basic  type  pri¬ 
ority  category  2  benefit  is  the  difference 
between  the  value  of  the  employee  con¬ 
tributions  computed  under  paragraph 
(c)(1)  of  this  section  and  the  value  of 
the  death  benefits  computed  under  para¬ 
graph  (c)  (2)  of  this  section;  and 

(ii)  The  value  of  the  non-basic  type 
priority  category  2  benefit  is  the  value 
of  the  death  benefits  computed  under' 
paragraph  (c)  (2)  of  this  section. 

§  2608.8  Priority  category  3  benefits. 

(a)  Definition.  Priority  category  3 
benefits  consist  of : 

( 1 )  Benefits  payable  as  an  annuity  un¬ 
der  the  terms  of  the  plan  which  have 
been  in  pay  status  for  the  three  year  pe¬ 
riod  ending  on  the  date  of  plan  termi¬ 
nation  at  the  lowest  level  which  would 
have  been  in  pay  status  during  such  pe¬ 
riod;  computed  on  the  basis  of  the  plan’s 
provisions  in  effect  during  the  5  year 
period  ending  on  such  date  under  which 
the  amount  of  such  annuity  would  be 
the  least. 

(2)  Benefits  payable  as  an  annuity  on 
or  after  the  date  of  plan  termination 
calculated  on  the  basis  of  the  benefits 
which  would  have  been  payable  in  the 
normal  form  of  payment  under  the  plan 
at  the  beginning  of  the  three  year  pe¬ 
riod  ending  on  the  date  of  plan  termi¬ 
nation  with  respect  to  a  participant  who 
was  entitled  to  retire  before  the  begin¬ 
ning  of  such  period,  computed  on  the 
basis  of  the  plan’s  provisions  in  effect 
during  the  five  year  period  ending  on 
the  date  of  plan  termination  under  which 
the  amount  of  such  annuity  would  be 
the  least,  valued  in  accordance  with 
paragraph  (b)  (2)  of  this  section.  The 
amount  of  the  annuity  shall  be  deter¬ 
mined  using  the  age,  service  and  other 
relevant  factors  (including  reductions 
of  the  benefit  for  early  retirement)  for 
computing  the  annuity  under  the  plan 
with  respect  to  the  participant  deter¬ 
mined  as  of  the  date  three  years  before 
the  date  of  plan  termination.  For  ex¬ 
ample:  A  plan  provides  for  an  early  re¬ 
tirement  benefit  for  participants  who 
are  55  years  of  age  and  have  20  years 
of  service  which  benefit  is  payable  for 
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10  years  certain  and  thereafter  for  life. 
The  amount  of  the  benefit  is  $10  per 
month  for  each  year  of  service.  If  on 
the  date  of  termination  participant  A 
is  58  years  old  and  has  25  years  of  serv¬ 
ice  he  could  have  retired  three  years 
prior  to  the  date  of  termination.  Par¬ 
ticipant  A’s  benefit  under  this  subpara¬ 
graph  would  be  a  10  year  certain  and 
continuous  annuity  of  $220  per  month 
($10x22  years  of  service  as  of  three  years 
before  the  date  of  plan  termination) . 
If  four  years  before  the  date  of  plan 
termination  the  benefit  formula  had  been 
changed  from  $8  per  month  to  $10  per 
month  for  each  year  of  service,  the  bene¬ 
fit  under  this  paragraph  would  be  $176 
per  month  ($8x22  years  of  service), 

(b)  Valuation.  The  value  of  priority 
category  3  benefits  shall  be  computed 
separately  with  respect  to  each  partici¬ 
pant  as  follows: 

(1)  With  respect  to  annuities  which 
were  in  pay  status  for  the  three  year  pe¬ 
riod  ending  on  the  date  of  plan  termina¬ 
tion — 

(1)  First,  determine  the  lowest  an¬ 
nuity  which  was  payable  during  such 
three  year  period  in  accordance  with 
paragraph  (a)(1)  of  this  section,  and 
compute  its  value  using  the  valuation 
factors  established  by  the  Pension  Bene¬ 
fit  Guaranty  Corporation  applicable  as 
of  the  date  of  plan  termination. 

(ii)  Second,  determine  that  portion 
of  the  annuity  derived  under  the  pre¬ 
ceding  subparagraph  which  is,  or  would 
be,  a  basic  type  benefit,  and  compute  Its 
value  using  the  valuation  factors  estab¬ 
lished  by  the  Pension  Benefit  Guaranty 
Corporation  applicable  as  of  the  date  of 
plan  termination. 

(iii)  Third,  determine  the  value  of  the 
non-basic  type  benefit  by  subtracting 
the  value  of  the  basic  type  annuity  de¬ 
termined  under  paragraph  (b)  (1)  (ii) 
of  this  section  from  the  value  of  the  an¬ 
nuity  which  was  in  pay  status  deter¬ 
mined  under  paragraph  (b)(1)  (i)  of 
this  section;  and 

(iv)  Fourth,  subtract  from  the  value 
of  the  basic  type  benefits  with  respect 
to  the  participant  computed  under  para¬ 
graph  (b)  (1)  (ii)  of  this  section  the  value 
of  the  basic  type  benefits  derived  from 
mandatory  employee  contributions  with 
respect  to  that  participant  computed 
under  §§  2608.7(b)  and  2608.7(c) ,  which¬ 
ever  is  appropriate,  to  determine  the 
value,  but  not  less  than  zero,  of  the  par¬ 
ticipant’s  basic  type  benefits  which  were 
in  pay  status  for  three  years  attributable* 
to  priority  category  3. 

(2)  With  respect  to  annuities  which 
could  have  been  in  pay  status  for  the 
three  year  period  ending  on  the  date  of 
plan  termination — 

(1)  First  determine  the  lowest  an¬ 
nuity  which  would  have  been  payable  in 
accordance  with  paragraph  (a)  (2)  of 
this  section,  and  compute  its  value  using 
the  valuation  factors  established  by  the 
Pension  Benefit  Guaranty  Corporation 
applicable  as  of  the  date  of  termination; 

(il)  Second,  determine  that  portion  of 
the  annuity  derived  under  the  preceding 
subparagraph  which  Is,  or  would  be,  a 
basic  type  benefit,  and  compute  Its  value 
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VLsing  the  valuation  factors  established 
by  the  Pension  Benefit  Guaranty 
Corporation  applicable  as  of  the  date  of 
plan  termination: 

(iii)  Third,  determine  the  value  of  the 
non-basic  type  benefit  to  be  assigned  to 
priority  category  3  by  subtracting  the 
value  of  the  basic  type  annuity  deter¬ 
mined  under  paragraph  (b)  (2)  (ii)  of 
this  section  from  the  value  of  the  annuity 
which  could  have  been  in  pay  status  de¬ 
termined  imder  paragraph  (b)  (2)  (1)  of 
this  section:  and 

(iv)  Fourth,  subtract  from  the  value 
of  the  basic  type  benefits  with  respect  to 
the  participant  computed  imder  para¬ 
graph  (b)  (2)  (ii)  of  this  section  the  value 
of  the  basic  type  benefits  with  respect 
to  that  participant  computed  under 
§  2608.7(b)  or  §  2608.7(c),  whichever  is 
appropriate,  to  determine  the  value,  but 
not  less  than  zero,  of  the  participant’s 
basic  type  benefits  which  could  have  been 
in  pay  status  to  be  assigned  to  priority 
category  3. 

(c)  Participant’s  benefits  attributable 
to  priority  category  3 — (1)  The  value  of 
a  participant’s  basic  tsre  benefit  attrib¬ 
utable  to  priority  category  3  shall  be 
either — 

(1)  ■nie  value  of  his  basic  type  bene¬ 
fits  computed  under  paragraph  (b)  (1) 
(Iv)  of  this  section:  or 

(li)  The  value  of  his  basic  type  bene¬ 
fits  computed  under  paragraph  (b)  (2) 
(iv)  of  this  section. 

(2)  The  value  of  the  participant’s  non- 
basic  t3npe  benefit  attributable  to  priority 
category  3  shall  be  either — 

(i)  The  value  of  the  participant’s  non- 
basic  type  benefit  cconputed  under  para¬ 
graph  (b)  (1)  (iii)  of  this  section:  or 

(ii)  The  value  of  the  participant’s  non- 
basic  type  benefit  computed  under  para¬ 
graph  (b)  (2)  (iii)  of  this  section. 

(3)  ’The  value  of  each  participant’s 
benefit  attributable  to  priority  category 
3  Is  the  sum  of  values  determined  under 
paragraphs  (c)(1)  and  (c)(2)  of  this 
section. 

§  2608.9  Priority  category  4  benefits. 

(a)  Definition.  ITie  benefits  in  priority 
category  4  consist  of  all  basic  type  bene¬ 
fits  which  do  not  exceed  the  limitaticxis 
on  the  guarantee  of  benefits  set  forth  in 
sections  4022(b)  (1).  4022(b)  (2),  4022(b) 
(3),  4022(b) (4).  4022(b) (7)  and  4022(b) 
(8)  of  the  Act  as  implemented  by  Part 
2609  of  this  chapter,  other  than  basic 
type  benefits  assigned  to  priority  cate¬ 
gories  2  or  3. 

(b)  Valuation.  The  value  of  the  benefit 
of  each  participant  or  beneficiary  who 
receives  a  benefit  attributable  to  priority 
category  4  shall  be  computed  separately 
with  respect  to  each  participant  as 
follows: 

Cl)  First,  determine  with  respect  to 
each  participant  the  value  of  all  of  the 
participant’s  basic  type  benefits  that  do 
not  exceed  those  limitations  on  the  guar¬ 
antee  of  benefits  enumerated  in  para¬ 
graph  (a)  of  this  section,  using  the  valu¬ 
ation  factors  established  by  the  Pension 
Benefit  Guaranty  Corpwation  applica¬ 
ble  as  of  the  date  of  plan  termination. 


(2)  Second,  subtract  from  the  value  of 
each  participant's  benefit  computed  un¬ 
der  paragraph  (b)  (1)  of  this  section,  the 
value  of  that  participant’s  basic  type 
benefits  assigned  to  priority  category  2 
computed  under  §  2608.7  (b)  or  §  2608.7 
(c).  whichever  is  appropriate,  and  the 
value  of  that  participant’s  basic  type 
benefits  assigned  to  priority  category  3 
computed  under  §  2608.8(c)  (1)  to  deter¬ 
mine  the  value,  but  not  less  than  zero,  of 
such  i>articipant’s  benefits  assigned  to 
priority  category  4. 

§  2608.10  Priority  caU-gory  5  beii«‘(il«. 

(a)  Definition.  Priority  category  5  ben¬ 
efits  consist  of  all  nonforfeitable  bene¬ 
fits  payable  with  respect  to  a  participant 
In  a  plan,  other  than  benefits  derived 
from  voluntary  employee  contributions 
assigned  to  priority  category  1  and  all 
benefits  assigned  to  priority  categories  2, 

3  or  4.  For  purposes  of  this  paragraph  a 
nonforfeitable  benefit  Is  a  benefit  to 
which  a  participant  is  entitled  under 
§  2605.5  of  this  chapter,  i.e.,  a  benefit  in 
pay  status,  a  normal  form  of  benefit  pay¬ 
able  to  a  participant  at  normal  retire¬ 
ment  age,  an  optional  form  of  that  bene¬ 
fit  If  elected  by  the  participant  before  the 
date  of  plan  termination,  or  the  normal 
form  of  an  early  retirement  benefit  if  the 
participant  had  satisfied  the  conditions 
required  of  him  under  the  plan  before  the 
date  of  plan  termination  to  establish  his 
right  to  receive  such  benefit. 

(b)  Valuation.  The  value  of  such  bene¬ 
fits  shall  be  computed  separately  with 
respect  to  each  participant  as  follows: 

(1)  Compute  the  value  of  all  of  a  par¬ 
ticipant’s  nonforfeitable  benefits  under 
the  plan  as  of  the  date  of  plan  termina¬ 
tion  using  the  valuation  factors  estab¬ 
lished  by  the  Pension  Benefit  Guaranty 
Corporation  applicable  as  of  the  date  of 
plan  termination. 

(2)  Subtract  the  sum  of  the  values  of 
the  benefits  assigned  to  priority  catego¬ 
ries  2  through  4  from  the  value  computed 
under  paragraph  (b)(1)  of  this  section 
to  determine  the  value,  but  not  less  than 
zero,  of  the  benefits  assigned  to  priority 
category  5. 

(3)  If  there  are  plan  assets  available  to 
allocate  to  benefits  in  priority  category  5 
but  such  assets  are  not  sufBcient  to  sat¬ 
isfy  in  full  the  values  of  the  benefits  as¬ 
signed  to  priority  categories  1  through 
5— 

(I)  First,  determine  with  respect  to 
each  participant  the  benefits  which 
would  be  payable  and  nonforfeitable  un¬ 
der  the  provisions  of  the  plan  as  in  effect 
at  the  beginning  of  the  5  year  period 
ending  on  the  date  of  plan  termination: 

(ii)  Second,  compute  the  value  of  such 
benefits  using  the  valuation  factors  es¬ 
tablished  by  the  Pension  Benefit  Guar¬ 
anty  Corporation  applicable  as  of  the 
date  of  plan  termination: 

(iii)  Third,  subtract  the  sum  of  the 
values  of  all  benefits  assigned  to  priority 
categories  2,  3,  or  4  from  the  value  com¬ 
puted  imder  the  preceding  paragraph. 
This  yields  the  value  of  the  benefits  as¬ 
signed  to  S  2608.4(e)  (2)  for  purposes  of 
allocating  assets: 


(iv)  Fourth,  if  the  assets  allocable  to 
benefits  assigned  to  §  2608.4(e)  (2)  are 
sufficient  to  satisfy  in  full  all  such  bene¬ 
fits,  determme  the  change  in  the  benefits 
payable  and  nonforfeitable  under  the 
plan  with  respect  to  each  participant  un¬ 
der  the  provisions  of  the  plan  as  amended 
by  the  first  plan  amendment  which  was 
effective  during  the  5  year  period  ending 
on  the  date  of  plan  termination: 

(V)  Fifth,  compute  the  value  of  the 
benefit  changes  determined  under  the 
preceding  paragraph  using  the  valuation 
factors  established  by  the  Pension  Bene¬ 
fit  Guaranty  Corporation  applicable  as 
of  the  date  of  plan  termination.  This 
yields  the  value  of  the  benefit  changes 
due  to  the  first  plan  amendment  within 
the  5  year  period  ending  on  the  date 
of  plan  termination:  and 

(vi)  Sixth,  repeat  the  procedure  of 
paragraphs  (b)  (3)  (iv)  and  (3)  (v)  of 
this  section  until  all  assets  of  the  plan 
have  been  exhausted  or  the  procedure 
has  been  applied  to  all  plan  amendments 
within  the  5  year  period  ending  on  the 
date  of  plan  termination,  whichever 
occurs  first. 

§2608.11  Priority  category  6  benefits. 

(a)  Definition.  The  benefits  of  priority 
category  6  consist  of  all  benefits  provided 
by  a  plan,  other  than  benefits  assigned 
to  priority  categories  1  through  5. 

<b)  Valuation.  The  value  of  the  bene¬ 
fits  in  this  category  shall  be  computed  as 
follows: 

(1)  First,  detennine  all  the  benefits 
provided  by  a  plan,  forfeitable  or  non¬ 
forfeitable,  with  respect  to  a  participant: 
and 

(2)  Second,  determine  the  value,  but 
not  less  than  zero,  of  the  benefits  deter¬ 
mined  under  the  preceding  subparagmph 
using  the  valuation  factors  established 
by  the  Pension  Benefit  Guaranty  Cor¬ 
poration  applicable  to  the  date  of  plan 
termmation  and  subtract  therefrom  the 
value  of  the  benefits  with  respect  to  that 
participant  In  priority  categories  1 
through  5. 

Effective  date.  This  part  becomes  effec¬ 
tive  on  October  29. 1976. 

Issued  in  Washinprton,  D.C.,  on  this 
22d  day  of  October  1976. 

W.  J.  USEEY,  Jr., 
Chairman,  Board  of  Directors, 
Pension  Benefit  Guaranty 
Corporation. 

Issued  on  the  date  set  forth  above, 
pursuant  to  a  resolution  of  the  Board  of 
Directors  approving  these  regulations 
and  authorizing  its  Chairman  to  issue 
same. 

Henry  Rose. 

Secretary,  Pension  Benefit 
Guaranty  Corporation. 

[FR  Doc.76-31420  Filed  ll-2-7e;8:46  am] 


PART  2610— INTERIM  REGULATION  ON 
VALUATION  OF  PLAN  BENEFITS 

On  December  12,  1975,  a  proposed  reg¬ 
ulation  was  published  for  comment  in 
the  Federal  Register,  40  FR  57982,  by 
the  Pension  Benefit  Guaranty  Corpora- 
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tion  (hereinafter  referred  to  as  the 
“PBGC”),  establishing  the  methods  for 
valuing  plan  benefits  under  Title  IV  of 
the  Employee  Retirement  Income  Secur¬ 
ity  Act  of  1974  (hereinafter  referred  to  as 
the  “Act”) .  A  number  of  comments  were 
received,  which  have  been  reviewed  and 
considered  by  the  PBGC  in  promulgating 
this  interim  regulation. 

General  Approach 

The  value  of  a  benefit  in  a  plan  which 
closes  out  imder  a  Notice  of  Inability  to 
Determine  Sufiftciency  is  the  value,  as  of 
the  date  of  plan  termination,  as  deter¬ 
mined  by  the  PBGC  using  reasonable  as¬ 
sumptions  as  to  mortality,  investment  re¬ 
turn,  early  retirement  rates  (when  ap¬ 
plicable)  ,  and  administration  expenses. 
The  PBGC  has  issued  a  new  proposed  val¬ 
uation  of  benefits  regulation  (41  FR 
48498)  that  Includes  rules  governing  the 
valuation  of  plan  benefits  for  plans  that 
close  out  under  a  Notice  of  Sufficiency 
(“sufficient  plans”).  However,  in  order 
to  provide  rules  for  winding  up  other 
than  sufficient  plans,  PBGC  has  decided 
to  publish  the  valuation  of  benefits  regu¬ 
lation  now  as  an  interim  regulation,  but 
not  to  apply  it  to  sufficient  plans.  Accord¬ 
ingly,  5  2610.1  (b)  of  the  regulation  has 
been  changed  to  provide  that  the  regula¬ 
tion  applies  only  to  the  valuation  of  ben¬ 
efits  in  terminating  plans  for  which  the 
PBGC  is  unable  to  determine  sufficiency. 

One  comment  suggested  that  the  PBGC 
value  plan  benefits  using  a  properly  cal¬ 
culated  “funding  standard  accoimt” 
under  Section  302(b)  of  the  Act.  How¬ 
ever,  use  of  the  funding  standard  ac¬ 
count,  desired  for  use  in  the  context 
of  an  ongoing  plan,  would  not  properly 
reflect  the  value  of  benefits  upon  plan 
termination,  and  therefore,  its  use  is  not 
appropriate  for  purposes  of  Title  IV  of 
the  Act. 

The  proposal  stated  that  the  PBGC’s 
mortality  and  interest  assumptions  will 
be  adjusted  from  time  to  time  to  reflect 
changes  in  market  conditions  and  mor¬ 
tality  experience.  One  comment  sug¬ 
gested  that  the  regffiation  require  that 
determinations  of  Interest  rates  be  made 
monthly  or  quarterly  and  also  prohibit 
the  PBGC  from  setting  interest  rates  for 
a  period  of  longer  than  a  year.  Also  mor¬ 
tality  rates,  the  comment  stated,  should 
be  reviewed  every  five  years.  Another 
comment  suggested  that  the  interest 
rates  be  changed  daily  to  reflect  current 
market  conditions.  The  suggestion  to  ad¬ 
just  interest  rates  daily  has  not  been 
adopted  in  the  interim  regulation  because 
of  the  substantial  difficulties  involved  in 
daily  adjustment. 

The  PBGC  Intends  to  be  monitoring 
the  Interest  assumptions  periodically,  and 
will  review  the  mortality  assumptions 
when  data  is  available.  The  assumptions 
will  be  changed  when  appropriate. 

Mortality  Rates 

One  comment  suggested  use  of  a  mor¬ 
tality  table  derived  from  census  data.  So¬ 
cial  Security  data  and  other  experience 
where  detailed  studies  were  made  sep¬ 
arately  by  sex,  and  opined  that  the  Uni¬ 
sex  Pension  1984  table  would  not  ac¬ 
curately  reflect  the  PBGC’s  experience. 


The  comment  also  questioned  the  prac¬ 
tice  of  setting  back  and  setting  forward 
mortality  tables  to  arrive  at  different 
mortality  rates  for  males  and  females. 

No  such  table  has  yet  been  constructed 
in  the  manner  described  in  the  com¬ 
ment  and  the  PBGC  does  not  at  this  time 
have  the  capability  to  obtain  and  proc¬ 
ess  the  data  necessary  to  construct  such 
a  table.  As  stated  in  the  proposal,  the 
Unisex  Pension  1984  table  has  been 
selected  because  it  is  thought  that,  of 
the  tables  available,  it  will  best  reflect 
the  PBCSC’s  experience,  since  the  data 
upon  which  the  table  was  based  re¬ 
flected  mortality  experience  of  a  larger 
cross  section  of  occupations  than  other 
tables  considered.  Setting  back  and 
setting  forward  mortality  tables  is  an  ac¬ 
cepted  actuarial  practice.  Although  mor¬ 
tality  rates  do  not  vary  by  the  exact 
amount  reflected  by  a  set  back  or  set 
forward  of  a  mortality  table,  the  small 
difference  between  values  obtained  using 
such  a  method  does  not  warrant  use  of 
more  administratively  burdensome  ap¬ 
proach. 

A  number  of  comments  expressed  con¬ 
cern  that  the  PBGC’s  use  of  the  1958 
Commissioners  Standard  Ordinary  table 
for  disabled  participants  who  are  re¬ 
ceiving  disability  benefits  pursuant  to 
the  terms  of  the  plan  but  are  not  also 
receiving  Social  Security  disability  pay¬ 
ments  would  not  adequately  represent 
the  population  to  which  it  is  to  'be  ap¬ 
plied.  In  view  of  the  generally  conceded 
fact  that  no  tables  with  respect  to  such 
participants  are  available,  it  was  sug¬ 
gested  that  the  PBGC  use  the  healthy  life 
table  or  a  rate  half-way  between  the 
healthy  life  rates  and  the  Social  Security 
disabled  rates  for  such  participants.  One 
comment  suggested  that  the  PBGC  re¬ 
serve  the  right  to  apply  a  table  other 
than  the  one  Indicated,  in  view  of  the 
different  experience  that  may  result  from 
the  different  standards  of  disability 
found  in  various  plans.  It  was  also  noted 
that  the  values  found  in  the  table  used 
closely  parallel  those  of  the  healti^  life 
tables  when  set  forward  an  additional 
three  years. 

For  the  purposes  of  valuing  disability 
income  benefits  to  participants  who  are 
not  receiving  Social  Security  disability 
benefits,  the  PBGC  feels  that  use  of  a 
healthy  life  table  would  yield  values  that 
do  not  accuratdy  reflect  the  current 
value  of  annuities  payable  to  such  par¬ 
ticipants.  It  is  thought  that  the  values 
in  the  mortality  table  contained  in  the 
regulation  will  better  reflect  the  mortal¬ 
ity  experience  in  this  area  than  ar¬ 
bitrarily  chosen  values  halfway  between 
the  healthy  life  and  Social  Security  dis¬ 
abled  rates.  However,  in  view  of  the 
similarity  of  the  values,  and  to  simplify 
the  valuation  process,  the  regulation 
has  been  revised  to  provide  that  the  table 
used  will  be  the  same  as  that  used  for 
healthy  lives,  set  forward  an  additional 
three  years.  'The  PBGC  will  closely  mon¬ 
itor  whether  the  tables  used  reflect  its 
actual  experience. 

Comments  received  with  respect  to  use 
of  tables  based  on  Social  Security  Ad¬ 
ministration  data  suggested  that  the 
table  should  reflect  the  duration  of  dis¬ 


ability  as  well  as  the  participant’s  age 
and  sex,  i.e.,  the  PBGC  should  use 
“select  and  ultimate”  rather  than  just 
“ultimate”  tables.  Notwithstanding  that 
use  of  select  tables  might  reflect  some¬ 
what  more  accurately  the  experience  in 
this  area,  the  administrative  complex¬ 
ities  involved  in  computation  and  the 
costs  of  monitoring  when  recovery  oc¬ 
curs  render  use  of  select  tables  impracti¬ 
cal. 

Interest  Rates 

A  number  of  comments  suggested  that 
the  PBGC  state  how  the  proposed  in¬ 
terest  rates  were  selected. 

The  initial  interest  rates  used  are  de¬ 
rived  from  annuity  price  data  obtained 
by  PBGC  from  the  private  insurance 
industry.  The  PBGC’s  interest  assump¬ 
tions  have  been  designed  so  that,  when 
coupled  with  the  mortality  assumptions 
f  oimd  in  the  regulation,  the  benefit  values 
obtained  for  immediate  and  deferred 
annuities  are  in  line  with  industry  an¬ 
nuity  prices.  These  interest  assumptions 
include  an  adjustment  for  anticipated 
expenses  associated  with  providing 
benefits. 

A  number  of  comments  questioned  the 
use  of  different  interest  rates  for  im¬ 
mediate  annuities  and  death  benefits. 
That  the  interest  assumption  for  valuing 
death  benefits  is  lower  than  that  for 
valuing  immediate  annuities  reflects  the 
different  properties  of  the  two  forms  of 
benefits.  Death  benefits  are  deferred 
claims,  and  as  such  should  be  valued  at  a 
lower  rate  than  annuities  for  which  pay¬ 
ments  commence  without  a  deferment 
period.  A  lower  interest  assumption  is 
also  warranted  because  the  liquidity 
needed  to  fimd  death  benefits  tends  to 
reduce  actual  Investment  return.  Finally, 
death  benefits,  when  available  com¬ 
mercially,  are  usually  sold  at  prices 
which  reflect  an  Interest  rate  less  than 
that  used  to  price  immediate  annuities. 
Therefore,  if  the  PBGC  were  to  use  a 
higher  interest  rate  to  value  deatli  bene¬ 
fits,  neither  the  PBGC  nor  an  individual 
would  be  able  to  purchase  a  compa¬ 
rable  benefit  with  the  resulting  value  ob¬ 
tained  using  PBGC  methods  of  valuation. 
However,  since  single  premium  cash  re¬ 
fund  annuities  normally  can  be  pur¬ 
chased  at  an  interest  rate  comparable  to 
that  of  immediate  annuities,  the  final 
regrulation  has  been  revised  to  provide 
that  the  death  benefit  portion  of  refund 
annuities  shall  be  valu^  using  the  same 
interest  rate  as  is  used  to  value  im¬ 
mediate  annuities. 

Deferred  Annuities 

Several  comments  were  received  con¬ 
cerning  the  interest  rates  and  equations 
to  be  utilized  to  value  deferred  annuities. 
They  indicated  that  the  method  used  in 
this  area  was  misconstrued  as  an  invest¬ 
ment  model  which  actually  reflects  the 
investment  yields  which  the  PBGC  ex¬ 
pects  to  realize  during  a  particular  year 
of  deferment.  Rather,  the  current  value 
of  annuities  obtained  by  applying  the 
equations  in  §  2610.6  of  the  regulation 
is  in  line  with  price  data  for  such  annui¬ 
ties  received  from  the  industry.  The  price 
data  indicates,  and  the  values  obtained 
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pursuant  to  §  2610.6  reflect,  that  the  in¬ 
terest  assumption  used  to  value  deferred 
annuities  Is  somewhat  lower  than  that 
used  to  value  immediate  annuities,  and 
that  as  the  period  of  deferment  length¬ 
ens,  the  interest  assumption  is  lowered. 
Tliis  same  approach  has  been  retained  in 
the  final  regtilation;  how'ever,  the  equa¬ 
tions  have  been  revised  to  better  reflect 
the  fact  that  the  present  value  of  a  de¬ 
ferred  annuity  is  obtained  by  applying  a 
factor,  weighted  for  the  number  of  years 
of  deferment,  to  adjust  the  interest  rate 
used  for  valuing  immediate  annuities. 

Early  Retirement 

A  number  of  comments  suggested  that, 
in  determining  the  value  of  early  retire¬ 
ment  benefits  the  PBGC  should  not  apply 
probabUities  of  early  retirement.  One 
comment  suggested  that  it  be  assumed 
that  benefits  commence  when  first  avail¬ 
able,  while  another  suggested  that  it  be 
assumed  that  they  begin  at  the  age  at 
which  the  benefit  would  be  most  valu¬ 
able.  It  was  also  suggested  that  the  PBGC 
explain  the  criteria  which  would  influ¬ 
ence  the  PBGC’s  choice  of  early  retire¬ 
ment  assumptions. 

The  PBGC  has  not  used  the  earliest 
possible  retirement  age  to  value  early 
retirement  benefits.  Although  it  would 
be  administratively  simpler,  use  of  such 
age  would  result  in  the  overvaluation  of 
such  benefits.  Use  of  the  probability  of 
early  retirement  is  more  likely  to  result 
in  a  value  that  more  accurately  refiects 
the  current  value  of  such  a  benefit. 

Selection  of  the  appropriate  rate  of 
early  retirement  w'ill  be  based  on  the 
facts  and  circumstances  of  each  case. 
When  a  plan  has  terminated  due  to  ter¬ 
mination  of  the  employer’s  business  oper¬ 
ations,  retirement  may  be  assumed  to 
occur  on  the  earliest  possible  date.  In 
the  case  of  plan  terminations  with  con¬ 
tinuation  of  employment  opportunities, 
selection  of  the  rates  to  be  utilized  may 
be  based  upon,  among  other  things  (a) 
the  employer’s  prior  retirement  rates  ad¬ 
justed  for  the  change  in  circumstances 
brought  on  by  the  plan  termination,  and 
(b)  the  extent  to  which  a  participant’s 
early  retirement  benefits  would  replace 
the  amount  of  wrages  he  or  she  would 
have  earned. 

Due  to  the  complexities  associated  with 
calculating  the  value  of  an  early  retire¬ 
ment  benefit  under  the  proposed  equa¬ 
tions,  a  modification  to  the  equations  has 
been  made  to  simplify  the  calculation 
process.  Under  the  modified  equations, 
the  value  of  an  early  retirement  benefit 
is  based  on  an  expected  retirement  age 
compiled  as  a  weighted  average  of  the 
various  possible  retirement  ages. 

Actuarial  Notation 

In  response  to  a  number  of  comments, 
there  have  been  revisions  made  in  the 
definitional  section  and  in  the  actuarial 
notation  to  reflect  more  accurately  ac¬ 
cepted  actuarial  metliodology  and  modes 
of  expression. 

Determination  of  Sufficiency 

Pursuant  to  section  4041  (b)  of  the  Act, 
the  PBGC  is  required  to  determine 


whether  the  assets  of  a  plan,  if  allocated 
as  provided  in  section  4044,  are  sufficient 
to  discharge  when  due  all  obligations  of 
the  plan  with  respect  to  basic  (i.e.  guar¬ 
anteed)  benefits.  A  terminating  plan  will 
be  determined  to  be  sufficient  if  plan  as¬ 
sets  are  sufficient  to  provide  guaranteed 
benefits  at  rates  currently  available  to 
the  plan  from  an  insurer  for  purchasing 
such  benefits.  In  determining  whether  to 
issue  a  Notice  of  Sufficiency,  the  PBGC 
also  may  consider  other  factors  or 
events  that  occurred  before  the  date  of 
termination  or  could  occur  between  the 
date  of  termination  and  the  date  of  dis¬ 
tribution  which  might  prevent  a  plan 
from  providing  all  the  benefits  necessary 
to  be  deemed  sufficient. 

Because  of  the  need  to  provide  immedi¬ 
ate  guidance  to  terminated  and  termi¬ 
nating  plans  on  allocation  of  plan  as¬ 
sets,  because  the  processing  of  some  ter¬ 
minating  plans  cannot  proceed  further 
until  such  guidance  is  provided  and  be¬ 
cause  of  the  large  number  of  plans  which 
have  filed  notices  of  intent  to  terminate, 
the  PBGC  finds  that  good  cause  exists 
for  making  this  interim  regulation  ef¬ 
fective  immediately.  Interested  persons 
may,  however,  submit  comments  on  this 
interim  regulation.  Comments  must  be 
submitted  on  or  before  December  3, 
1976  and  be  addressed  to  the  Office  of 
the  General  Coimsel,  Pension  Benefit 
Guaranty  Corporation,  Suite  7200,  2020 
K  Street,  NW.,  Washington,  D.C.,  20006. 
Each  person  submitting  comments 
should  include  his  name  and  address, 
identify  this  regulation  and  give  reasons 
for  any  recommendations.  Copies  of  writ¬ 
ten  comments  will  be  available  for  ex¬ 
amination  by  Interested  persons  in  the 
PBGrC’s  Office  of  Communications,  Suite 
7100,  2020  K  Street.  N.W.,  Washington. 
D.C.  between  the  hours  of  9:00  a.m.  and 
4:00  p.m. 

In  consideration  of  the  foregoing. 
Chapter  XXVT  of  Title  29,  Code  of  Fed¬ 
eral  Regulations,  is  hereby  amended  by 
adding  a  new  Part  2610  to  read  as  fol¬ 
lows; 

Sec. 

2610.1  Purpose  and  scope. 

2610.2  Definitions. 

2610.3  Methods  of  computation. 

2610.4  Construction  of  a  mortality  table. 

2610.5  Valuation  of  Immediate  annuities. 

2610.6  Valuation  of  deferred  annuities. 

2610.7  Valuation  of  early  retirement  bene¬ 

fits. 

2610.8  Valuation  of  death  benefits. 

2610.9  Valuation  of  refund  annuities. 

2610.10  Valuation  of  other  benefits. 

Appendix 

A — Mortality  values. 

B — Interest  rates  and  quantities  used  to 
value  deferred  annuities. 

C — Illustrative  benefit  valuation  results. 

Authoritt:  Secs.  4002(b)  (3),  4044,  4062(b) 
(1)  (A) ,  Pub.  L.  93-406,  88  Stat.  1004,  1025-27, 
1029  (29  use.  1302(b)(3).  1344,  1362(b) 
(1)(A)). 

§  2610.1  Purpose  and  scope. 

(a)  The  purpose  of  this  part  is  to 
establish  the  method  of  computing  the 
actuarial  value  of  the  liabilities  of  a 
terminating  pension  plan  for  which 
PBGC  is  imable  to  issue  a  Notice  of  Suf¬ 
ficiency,  with  respect  to  benefits  payable 


on  or  after  the  date  of  plan  termination 
to  participants  or  beneficiaries. 

(b)  This  part  applies  to  all  plans  cov¬ 
ered  under  Title  IV  of  the  Employee 
Retirement  Income  Security  Act  of  1974 
that  terminate  and  that  do  not  receive 
a  notice  from  the  PBGC  pursuant  to 
section  4041(b)  of  the  Act,  that  after 
application  of  section  4044  of  the  Act 
the  assets  of  the  plan  are  sufficient  to 
discharge  when  due  all  obligations  of 
the  plan  with  respect  to  basic  benefits. 

§  2610.2  Definitions. 

For  the  purposes  of  this  part  (unless 
otherwise  required  by  the  context) : 

(a)  Words  and  phrases.  “Act”  means 
the  Employee  Retirement  Income  Secu¬ 
rity  Act  of  1974  (88  Stat.  829  et  seq.). 

“Annuity”  means  a  series  of  periodic 
payments  to  a  plan  participant  or  sur¬ 
viving  beneficiary  for  a  fixed  or  con¬ 
tingent  period. 

“Age”  means  the  “insurance  age”  or 
“age  at  nearest  birthday,”  which  is  ob¬ 
tained  by  rounding  to  the  nearest  whole 
year  an  individual’s  exact  age.  Half  years 
are  rounded  to  the  next  highest  year. 

“Cash  refund  annuity”  means  an  an¬ 
nuity  under  which  if  the  participant  dies 
prior  to  the  time  when  he  has  received 
annuity  payments  equal  to  some  fixed 
sum,  then  the  balance  is  paid  as  a  lump¬ 
sum  death  benefit. 

“Closed  group”  means  a  hypothetical 
number  of  people  whose  number  is  de¬ 
creased  only  by  their  hypothetical  death, 
and  is  never  increased. 

“Death  benefit”  means  a  payment 
made  as  a  lump-sum  as  a  result  of  the 
death  of  a  participant  (or  beneficiary) . 

“Deferment  period”  means  the  period 
between  the  age  of  a  participant  as  of 
the  date  of  plan  termination  and  the  age 
at  which  benefit  payments  begin. 

“Deferred  annuity”  means  an  annuity 
under  which  the  specified  date  or  age 
upon  which  psiyments  are  to  commence 
occurs  subsequent  to  the  date  benefits  are 
being  valued. 

“Early  retirement  benefit”  means  a 
benefit  payable  under  the  terms  of  a  plan, 
which  benefit  may  be  elected  upon  re¬ 
tirement  occurring  before  the  date  that 
the  participant  attains  his  normal  re¬ 
tirement  age  imder  the  terms  of  the  plan. 

“Immediate  annuity”  means  an  an¬ 
nuity  which  is  not  a  deferred  annuity. 

“Installment  refund  annuity”  means 
an  annuity  under  which  if  the  partici-  | 
pant  dies  prior  to  the  time  he  has  re¬ 
ceived  annuity  payments  equal  to  a  pre¬ 
determined  amount,  then  tiie  balance  is  . 
paid  as  a  death  benefit  in  periodic  in¬ 
stallments  each  (except  in  some  cases  the 
last)  equal  in  amount  to  the  participant’s 
annuity  payments. 

“Normal  retirement  age”  means  the 
age  specified  in  the  plan  as  the  normal  , 
retirement  age,  which  age  with  respect  to  i 
each  participant  cannot  exceed  the  later  5 
of  age  65  or  the  age  attained  after  10  j 
years  of  participation  in  the  plan  or,  ! 
if  no  normal  retirement  age  is  specified  | 
in  the  plan,  age  65.  ' 

“PBGC”  means  the  Pension  Benefit  ; 
Guaranty  Corporation.  • 

“Title  rv”  means  'Htle  IV  of  the  Act.  | 
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(b)  Mathematical  symbols  and  terms. 
“P\mdamental  symbols.”  The  following 
fundamental  ssnnbols  are  representations 
of  the  basic  actuarial  concepts  utilized  in 
computing  the  present  value  of  a  benefit: 

X  represents  the  age  of  a  participant. 


V 


represents  the  probability  that  an  individual 
«hose  present  age  la  x  will  not  survive 
to  attain  age  xel. 

represents  the  expected  avnber  of  people,  within 
a  closed  group,  who  survive  to  attain  age  x. 
represents  the  first  age  for  tAich^y  >0. 

Since  the  walues  of^^are  carried  to  four 
decljaal  places,  tti  is  the  first  age  for  vhlcb_)^ 


la  leas  than  .00005. 

t  represents  an  effective  annual  Interest  rata. 

0#  represents  the  present  value  of  an  annuity 
of  one  dollar  per  annua. 

A  represents  the  present  value  of  a  death 

benefit  which  provides  for  the  payaent  of  one 
dollar  at  the  end  of  the  year  of  death. 


■0  represents  the  present  value  of  a  death 
benefit  which  provides  for  payaenta  of 
•nlforaly  decreasing  aaounts  over  a  specified 
period  of  tlaa  with  no  payaent  if  death 
occurs  after  the  expiration  of  such  period. 

B  represents  the  nuaber  of  tlaes  per  year  annuity 
payaents  are  Bade.  Xt  also  represents  the  msdiir 
of  tiaes  per  year  the  aaount  of  a  death 
benefit  decreases. 

el  is  a  syabol  for  a  period  of  tine  consisting 
of  a  years. 


“Commutation  symbols.”  The  follow¬ 
ing  commutation  symbols  are  representa¬ 
tions  of  actuarial  computations  in  a  con¬ 
densed  form  and  are  used  to  facilitate 
expression  of  actuarial  equations : 

w  is  equal  to  the  present  value  of  one 

dollar  payable  one  year  froB  today,  and  is 
ccapoted  by  the  equation  v-  . 


d^  is  equal  to  the  expected  nueber  of  persens 
froB  a  closed  group  alive  at  age  x,  ,  whs 
do  not  attain  the  age  of  xal,  and  is  coeputed 
by  the  equation  yoc  the  purposes 

Bf  this  part,  it  shall  be  roended  to  four 
decleal  places. 

^  equal  to  the  expected  nuaber  of  people  out 
of  a  closed  group  alive  at  age  x*l,  and  ia 
•oopetsd  by'  the  equation  • 

1^  la  equal  to  the  quantity  v*^  . 

1^  is  equal  to  the  sus  of  aU  D^'a  for  all  ages 
y  equal  to  and  greater  then  b,  to  the  lest 
age  when  a  person  is  alive  ia  a  closed  grot^, 
and  is  eoaputed  by  the  equatios 
•s  -  »*«x+l  x+Z  +  ••••  •»«.!  • 

is  e  Bodiflcatlon  of  used  in  situations 
■hors  annuity  paysents  era  wad«  equal 
Moonts  «  tiass  per  year,  tad  is  eosqiuted  by 
the  oquatlon  9^-  , 

\  ts  BqMl  to  the  quantity 


is  equal  to  the  sua  of  all  C^'s  for  all  ages 
y  equal  to  and  greater  than  x,  to  tho 
last  age  when  a  person  is  alive  la  a  closed 
group,  and  is  oonputed  by 
the  equation  »«  -^x  ♦C.fZ* 

1^  is  equal  to  the  sub  of  all  N^'s  for  all  ages 
•  y  squal  to  and  greater  toaa  x,  to  tha  last 
ago  when  a  person  ia  alive  ia  a  closed 
group,  end  Is  eoaputed  by  tlia  equation 

^  is  a  Bodiflcatlon  of  used  la  situations 
where  death  heiMflts  ere  payable  upon  death 
(not  at  the  end  of  the  year  of  death) ,  and 
la  coBputed  by  the  equation '5  ■  ll+|)  . 

1^  ia  a  Bodiflcatlon  of  used  In  situations 
where  death  benefits  are  payable  upon  death, 
(not  at  the  end  of  the  year  of  death) ,  and 
la  oonputed  tlia  equation  ilj|-(l'^)ll^. 

1^  Is  a  Bodiflcatlon  of  loused  In  situations 
whare  death  benefits  are  payable  upon  death 
(not  at  the  and  of  tha  year  of  death) ,  and 
is  conputed  by  the  equation 
is  a  counterpart  to  used  la  situations  wbsTB 
the  status  of  another  life  limits  annuity 
payaents,  and  for  the  purposes  of  this  part. 
Shall  be  oonputed  by  t)>e  equatloa 

®xy  “  ®«®r  * 

1^  Is  squal  to  the  svaa  of  ell  's  for  ell 
palra  of  ages  of  the  fora  w-X'tt,  s-y>t, 
where  t  ie  •  aon-negatlve  integer,  and 


Is  eoaputed  by  the  equatloa 
•iqr  “  *isr  ^■Hq+t*®x«>jrrt  *  * 

1^  is  a  Bodlf IcatlOB  of  used  in  situations 
where  annuity  payaents  axe  Bade  in  equal 
aaounts  B  tiaes  per  year,  and  is  oonputed  by 
the  equation  ^  ®xy  * 

(c)  Actuarial  notation.  The  following 
■ection  contains  actuarial  notations  used 
In  this  part: 

••  is  a  aotatioa  which,  whan  placed  over  a 
ayabol  reprtseatlag  tha  valas  of  aa  saanity, 
Indicatea  that  payaents  are  to  lie  made  at 
tlM  beginning  of  the  payment  period,  for 
axaaple  a^. 


S  is  a  notation  which  separates  two  syitbols  la 
a  suffixed  subscript  representing  the  status 
of  two  periods  of  life  or  tlsM,  when  two  suck 
periods  srs  atilixed  in  the  context  of  aa 
actuarial  syabol.  for  exanpls  indicates 
that  tha  annuity  ia  payable  until  t)>a  axplra* 
qioa  of  a  life  aged  x,  or  a  tera  certain  of 
a  years,  iriitcbsver  is  oaxllec. 


is  a  notation  which,  when  placed  over  a 
ayabol  indicating  the  value  of  a  death 
benefit,  indlcatee  that  tha  benefit  is 
payable  iBnediately  vqioR  death,  Bhen 
pieced  over  two  rynbols  in  a  suffixed 
Mbscript  representing  the  status  of  a  Ufa 
ac  a  period  of  tine  it  indicates  that  tonsfit 
payments  continue  during  the  existence  of 
altber.  For  example,  ^  represents  tha 
present  value  of  e  benefit  payable  Immediataly 
bpoo  death,  and  represents  the  prssiab 

waluc  of  an  annuity  payable  until  the  laur 


of  the  end  of  a  life  age  x  os  the  passage  of 

B  yaara. 

1  la  a  aotatioa  wltich,  when  placed  ever  a 
ayabol  in  e  aaffixad  subscript  indicating  the 
statsa  of  a  Ufa  or  a  period  of  tiae.  Indicates 
that  smplsatloa  of  such  Ufa  or  period  of 
tiae  causes  payments  to  cooaence.  If  such 
Bxplratlon  occurs  before  expiration  of  tha 
otlMT  period  represented  la  the  subscript, 
for  example  A  kiH  .  If  the  notation  1  were 
Bot  used,  it  would  indicate  that  payments 
cowmence  upon  the  first  expiration  of  either  period 
represented  in  the  suffixed  subscript. 

§  2610.3  Methods  of  computation. 

(a)  The  value  of  a  benefit  payable  to 
each  participant  under  a  plan  shall  be 
determined  by  applying  the  equation 
contained  in  this  part  for  valuing  bene¬ 
fits  of  that  t3T)e,  or  on  the  basis  of  any 
other  equation  which  the  plan  adminis¬ 
trator  demonstrates  has  a  consistent  re¬ 
lationship  to  the  equation  whose  use  is 
prescribed  by  this  part. 

(b)  For  annuities  payable  for  periods 
of  duration  which  are  not  a  whole  num¬ 
ber  of  years,  a  linear  interpolation 
method  shall  be  used,  that  is,  the  an¬ 
nuity  shall  have  a  value  which  is  between 
the  values  of  the  two  annuities  with 
yearly  periods  which  are  closest  to  the 
annuity  being  valued,  which  value  is 
computed  as  follows :  add  to  the  annuity 
value  for  the  lesser  period  of  time  an 
amount  equal  to  the  difference  between 
the  value  of  the  two  closest  annuity 
values,  multiplied  by  a  fraction,  the 
numerator  of  which  is  the  nmnber  of 
periods  that  the  annuity  being  valued 
is  in  effect  beyond  the  period  of  the  lesser 
annuity,  and  the  denominator  of  which 
Is  m,  where  m  represents  the  number  of 
equal  periods  during  a  year  between 
annuity  payments. 

§  2610.4  Construction  of  a  mortality 
tabic. 

(a)  The  number  of  persons  in  a  closed 
group  alive  at  age  x  shall  be  determined 
by  constructing  a  mortality  table  by 
applying  mortality  rates,  q^’s,  to  a  group 
of  10,000  lives,  using  the  following  proce¬ 
dure: 

(1)  .fjj-  10.600 

(2)  Coopute from  tha  equation  Ao’As'^JS  ' 

eemputing  3^  from  the  equation  • 

O)  Compute  J^^from  the  equation 
computing  d^^  from  t)>e  equation 

C4}  This  process  is  continued  ttntil  ths  first 
X  Mhcn  i that  Ls,  «r.tU  tha  age  is  reached 
when  no  person  will  be  alive.  will  equal  rero  for 
•11  ages  equal  to  ar.d  beyond  w. 

(b)  A  separate  mortality  table  shall 
be  constructed  for  each  class  of  partici¬ 
pants  described  in  paragraph  (c)  of  this 
section,  that  has  a  member  with  benefits 
under  the  plan, 

(c)  The  following  mortality  rates,  q, 
shall  be  utilized  to  compute  the  mortality 
tables: 

(1)  For  healthy  male  participants,  the 
rates  in  Appendix  A,  Table  I,  in  effect  on 
the  date  of  termination. 

(2)  For  healthy  female  participants, 
the  rates  in  Appendix  A,  Table  II,  in 
effect  on  the  date  of  termination. 
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(3)  For  male  participants  who  are  re¬ 
ceiving  disability  payments  pursuant  to 
the  provisions  of  the  plan  but  are  not 
also  receiving  Social  Security  disability 
benefits  or  who  have  not  been  found  to 
be  eligible  for  such  benefits,  the  rates  in 
Appendix  A,  Table  III,  in  effect  on  the 
date  of  termination. 

(4)  For  female  participants  who  are 
receiving  disability  payments  pursuant  to 
the  provisions  of  the  plan  but  are  not 
also  receiving  Social  ^curity  disability 
benefits  or  who  have  not  been  found  to 
be  eligible  for  such  benefits,  the  rates  in 
Appendix  A,  Table  IV,  in  effect  on  the 
date  of  termination. 

(5)  For  disabled  male  participants  re¬ 
ceiving  Social  Security  disability  bene¬ 
fits  or  who  have  been  found  to  be  eligible 
for  such  benefits,  the  rates  in  Appendix 
A,  Table  V,  in  effect  on  the  date  of  termi¬ 
nation. 

(6)  For  disabled  female  participants 
receiving  Social  Security  disability  bene¬ 
fits  or  who  have  been  found  to  be  eligible 
for  such  benefits,  the  rates  in  Appendix 
A,  Table  VI,  in  effect  on  the  date  of 
termination. 

§  2610.5  Valuation  of  immetliate  annui¬ 
ties. 

(a)  For  the  purposes  of  this  section 
the  applicable  interest  rate,  1,  contained 
in  Appendix  B,  Table  I,  in  effect  on  the 
date  ^  termination  shall  be  utilized. 

(b)  The  value  of  an  immediate  an¬ 
nuity  shall  be  determined  in  accordance 
with  the  provisions  of  paragraphs  (b) 

(l)-(9)  of  this  section,  as  appropriate. 

(1)  Life  annuity  payable  annually.  If 
a  series  of  payments  payable  only  if  the 
participant  is  alive  are  made  annually 
at  the  beginning  of  the  year,  the  value 
of  the  annuity  shall  be  computed  by 
using  th''  following  actuarial  equation: 


(2)  Life  annuity  payable  periodically. 
If  a  series  of  payments  payable  only  if 
the  participant  is  alive  are  made  at 
equal  intervals  of  time,  in  equal 
amounts,  a  specified  number  of  times 
per  year,  at  the  beginning  of  each  inter¬ 
val,  the  value  of  the  annuity  shall  be 
computed  by  using  the  following  actuar¬ 
ial  equation: 


CK 


be  computed  by  using  the  following  ac¬ 
tuarial  equation: 


1  -  V* 


(5)  Annuity  certain  and  continuous. 
If  payments  are  made  at  equal  Intervals 
of  time,  a  specified  number  of  times  per 
year  at  the  beginning  of  each  interval, 
and  payments  cease  upon  the  happening 
of  the  later  of  (i)  the  death  of  ^e  par¬ 
ticipant,  or  (ii)  the  passage  of  a  speci¬ 
fied  period  of  time,  such  an  annuity  shall 
be  valued  using  the  following  actuarial 
equation: 


-  W 


(6)  Temporary  life  annuity.  If  pay¬ 
ments  are  made  at  equal  intervals  of 
time,  a  specified  number  of  times  per  year 
at  the  beginning  of  each  interval,  and 
payments  cease  upon  the  happening  of 
the  earlier  of  (i)  the  death  of  the  par¬ 
ticipant,  or  (ii)  the  passage  of  a  speci¬ 
fied  period  of  time,  such  an  annuity 
shall  be  valued  using  the  following 
actuarial  equation: 


*^x4n 


(7)  Joint  annuity.  If  payments  payable 
with  respect  to  more  than  one  person  are 
made  to  both  persons  only  as  long  as  both 
the  participant  and  the  beneficiary  are 
alive,  such  an  annuity  shall  be  valued  by 
using  the  following  actuarial  equation: 


(xW 

xy 


(8)  Joint  and  survivor  annuity  {joint 
basis) .  If  payments  payable  with  respect 
to  more  than  one  person  are  payable  as 
long  as  both  the  participant  (age  x)  and 
beneficiary  (age  y)  are  aUve,  and  if  either 
dies,  bayraents  continue  until  the  death 
of  the  second  person  at  a  reduced 
amount  provided  in  the  plan  (repre¬ 
sented  by  the  symbol  “p”),  such  an  an¬ 
nuity  shall  be  valued  using  the  following 
actuarial  expression: 


p(  ftW  +  +  (i.jp)  5.W 


(3)  Annuity  certain  payable  annuxdly. 
If  a  series  of  payments  payable  for  a 
fixed  period  of  time  are  made  annually 
at  the  beginning  of  the  year,  the  value  of 
the  annuity  shall  be  computed  by  using 
the  following  actuarial  equation: 


(4)  Annuity  certain  payable  periodi¬ 
cally.  If  a  series  of  payments  payable  for 
a  fixed  period  of  time  are  made  at  equal 
intervals  of  time,  a  specified  number  of 
times  per  year,  at  the  beginning  of  each 
interval,  the  value  of  the  annuity  shall 


(9)  Joint  and  survivor  annuity  (con¬ 
tingent  basis).  If  benefit  payments  are 
payable  tb  the  participant  (age  x)  as 
long  as  the  participant  survives,  and  pay¬ 
able  upon  the  participant’s  death  in  a 
reduced  amount  provided  in  the  plan 
(represented  by  the  symbol  “p”)  to  a 
named  beneficiary  (age  y)  for  the  bene¬ 
ficiary’s  lifetime,  such  an  annuity  shall 
be  valued  using  the  following  actuarial 
expression : 

+  p( 


§  2610.6  Valuation  of  deferred  annui¬ 
ties. 

(a)  Definitions.  For  the  purposes  of 
this  section: 

(1)  “x”  represents  the  present  age  of 
the  participant. 

(2)  “y”  represents  the  age  at  which 
annuity  payments  begin. 

(3)  “n”  represents  the  period  of  defer¬ 
ment  (i.e.,  n=y— X) . 

(4)  “Gx”  represents  the  value  of  the 
annuity  on  the  date  payments  begin. 

(5)  R(x,y)  represents  a  factor  used  to 
adjust  the  value  of  G,  for  anticipated 
mortality  experience  and  interest  experi¬ 
ence,  during  ttie  period  of  deferment,  age 
X  to  age  y,  taking  into  account  the  fact 
that  investment  opportunities  may 
change  during  the  period  of  deferment. 
It  shall  be  computed  in  accordance  with 
paragraph  (b)  of  this  section. 

(6)  “ki”,  “k:”,  “ka”,  “ni”,  and  “n-”  rep¬ 
resent  quantities  to  be  utilized  to  com¬ 
pute  the  quantity  R(x,y)  pursuant  to 
paragraph  (b)  of  this  section.  The  values 
for  “ki”,  “ks”,  “kj”,  “ni”,  and  “na”  con¬ 
tained  in  the  Appendix  B,  Table  HI,  in 
effect  on  the  date  of  termination  shall  be 
utilized. 

(b)  The  value  of  R(x,y)  shall  be  com¬ 
puted  as  follows: 

(1)  If  n  is  less  than  or  equal  to  (n£n^). 


(2)  If  n  is  greater  than  r.^  and  less  thaa 
or  equal  to  n^+n^  tn^<n<n^+n2l . 
then  R(x,y) 


(3)  If  n  is  greater  than  n^+n.  (r.2+n2<nj, 

y.  -n,  -n,  -tn-n.-r.,) 

then,  P.(x,y)=^)Cj^l  ^  kj  ^  ‘ 

(c)  The  present  value  of  a  deferred  an¬ 
nuity  as  of  a  participant’s  present  age, 
“x,”  shall  be  computed  by  multiplying  the 
present  value  of  the  annuity  on  the  date 
payments  begin  by  the  appropriate  ad¬ 
justment  factor  for  changes  in  the  ex¬ 
pected  rate  of  interest  and  mortality  ex¬ 
perience  during  the  period  of  deferment. 
This  results  in  Gx  which  is  the  value  of 
the  deferred  annuity  and  is  represented 
by  the  equation  Gx=R(x,y)  G^. 

§  2610.7  Equations  for  valuation  of 
early  retirement  benefits. 

(a)  Definitions.  For  the  purposes  of 
this  section: 

(1)  “z”  represents  the  normal  retire¬ 
ment  age  under  the  terms  of  the  plan. 

(2)  “x”  represents  the  present  age  of  a 
plan  participant  who  is  eligible  to  retire 
and  receive  early  retirement  benefits  un¬ 
der  the  terms  of  the  plan. 

(3)  “w”  represents  the  first  age  at 
which  a  participant  whose  age  is  “x” 
could  elect,  now  or  in  the  future,  to  retire 
and  receive  early  retirement  benefits  un¬ 
der  the  terms  of  the  plan. 

(4)  “y”  represents  some  age  between 
“w”  and  “z”,  inclusive,  at  which  a  par¬ 
ticipant  could  elect  to  retire  and  receive 
early  retirement  benefits  under  the  terms 
of  the  plan. 
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<5)  *%”  represents  the  probability  that 
a  participant  whose  age  is  “y”  will  elect 
to  retire  immediately.  Such  retirement 
shall  be  assumed  to  occur  immediately 
upon  attainment  of  age  "y”.  The  prob¬ 
ability  utilized  shall  be  determined  by  t3ie 
PBGC  based  on  the  provisions  of  the  plan 
and  the  circumstances  of  the  case. 


(b)  Th«  value  of  an  early  ratircnent  benefit  for  a 
participant  whose  current  aje  is  "x*,  is  e<jttal  to  the  value  oi 
the  benefit  payable  at  his  expected  rotirsMcnt  age  m,  eonputcd 
In  accordance  with  part  2610.S  of  this  section  if  x  equals  x, 
or  in  accordance  with  part  2610.6  if  x  is  jester  than  x.  The 
•xpected  retlrencnt  age  x  is  cooputed  as  follows; 

{!)  For  each  age  "y*  between  "w*  and  let 
denote  the  probability  ^hat  a  participant  whose  age  is  *x" 
will  elect  to  retire  at  that  age  *y*.  Such  probability 
it  eoiiptttod  as  follows. 

(!)  If  y  equals  x, 

(il)  2f  y  is  more  than  x, 

•v  W  •  •  •  »-v-P 

t*)  «  . 

In  obtaining  the  age  x,  the  result  is  to  be  coibputvd 
ill  whole  years  by  ignoring  any  fractional  amounts  from  the 
above  equation. 


§  2610.8  Valuation  of  death  benehts. 

(a)  For  the  purposes  of  this  section 
the  interest  rate,  i,  contained  in  Appen¬ 
dix  B,  Table  II,  in  effect  on  the  date  of 
termination  shall  be  utilized. 

(b)  The  value  of  a  death  benefit  shall 
be  determined  as  follows: 

(1)  Death  benefit  in  the  form  of  whole 
life  insurance.  If  a  death  benefit  is  pay¬ 
able  at  death,  whenever  death  occurs, 
such  benefit  shall  be  valued  by  using  the 
following  actuarial  equation: 


(2)  Death  benefit  in  the  form  of  term 
insurance.  If  a  death  benefit  is  payable 
when  death  occurs,  if  death  occurs  within 
the  period  covered  by  the  insurance, 
such  benefit  shall  be  valued  by  using  the 
following  actuarial  equation: 


(3)  Death  benefit  in  the  form  of  de¬ 
creasing  term  insurance,  (i)  If  a  death 
benefit  in  an  initial  amount  of  n  is  pay¬ 
able  when  death  occurs,  if  death  occurs 
within  the  period  covered  by  the  insur¬ 
ance,  and  the  amount  of  the  death  bene¬ 
fit  decreases  by  one  each  year,  such 
benefit  shall  be  valued  using  the  follow¬ 
ing  actuarial  equation: 


(ii>  li  a  death  benefit  in  an  initial 
amount  of  n  is  payable  when  death  oc¬ 
curs,  if  death  occurs  within  the  period 
covered  by  the  insurance,  and  the 
amount  of  the  death  benefit  decreases  by 
1/m,  m  times  each  year,  such  a  benefit 
shall  be  valued  using  the  following  actu¬ 
arial  equatitm : 


§  2610.9  Valuation  of  refund  annuities. 

(a)  The  value  of  a  cash  refund  annuity 
shall  be  computed  by  adding  the  values 
derived  frmn  the  equations  in  §§  2610.5 
(b)  (2)  and  2610.8(b)  (3)  (11) . 

(b)  The  value  of  an  installment  refund 
annuity  shall  be  computed  by  using  the 
equation  in  §  2610.5(b)  (5). 

§  2610.10  Equations  for  valuation  of 
other  benefits. 

Benefits  which  cannot  be  valued  by  ap¬ 
plication  of  the  equations  contained  in 
this  part  shall  be  computed  using  the 
method  to  be  determined  by  the  PBGC. 


This  regulation  is  effective  on  Octo¬ 
ber  29.  1976. 

Issued  in  Washington.  D.C.,  on  this 
22d  day  of  October,  1976. 

Issued  on  the  date  set  forth  above,  pur¬ 
suant  to  a  resolution  of  the  Board  of  Di¬ 
rectors  approving  this  regulation  and 
authorizing  its  Chairman  to  issue  same. 

W.  J.  USERY,  Jr., 
Chairman,  Board  of  Directors, 
pension  Benefit  Guaranty 
Corporation. 

Henry  Rose, 

Secretary,  Pension  Benefit 
Guaranty  Corporation. 


APPENDIX  A  -  MORTALITY  RATES 


The  following  ir.ortality  rates  are  effective  for  plans  which  terminate  on 
or  after  Septeriber  2,  1S74: 

TABI.E  I  MORTALITY  RATES  FOR  HEALTHY  MALE  PARTICIPAHTS 


3a_ 

Age 

Age 

11 

o.oooooc 

36 

0.001643 

61 

0.017010 

86 

0.143179 

12 

0.000000 

37 

0.001792 

62 

0.018685 

87 

0.155147 

13 

0.000000 

33 

0.001948 

63 

0.020517 

83 

0.168203 

14 

0.000000 

39 

0.002125 

64 

0.022562 

89 

0.182461 

15 

0.001437 

40 

0.002327 

65 

0.024847 

90 

0.198030 

16 

0.001414 

<1 

0.002556 

66 

0.027232 

91 

0.21,5035 

17 

0.001303 

42 

0.002818 

67 

0.029634 

92 

0.232983 

18 

0.001351 

43 

0.003095 

68 

0.032073 

93 

0.252545 

19 

0.001311 

44 

0.003410 

69 

0.034743 

94 

0.273078 

20 

0.0012G7 

45 

0.003769 

70 

0.037667 

95 

0.297152 

21  - 

0.001219 

46 

0.004180 

71 

0.040871 

96 

0.322553 

22 

0.001167 

47 

0.004635 

72 

0.044504 

97 

0.349505 

23 

0.001149 

48 

0.005103 

73 

0.048504 

93 

0.378365 

24 

0.001129 

49 

0.005616 

74 

0.052913 

99 

0.410875 

25 

0.001107 

SO 

0.006196 

75 

0.057775 

100 

0.445763 

26 

0.001083 

51 

0.006853 

76 

0.063142 

101 

0.4S3830 

27 

0.001058 

52 

0.007543 

77 

0.058628 

102 

0.524301 

28 

0.001083 

53 

0.008278 

73 

0.074643 

103 

0.568365 

29 

0.001111 

54 

0.009033 

79 

0.081256 

104 

0.6163C2 

30 

0.001141 

55 

0.009875 

80 

0.03831C 

105 

0  •  6  6  3  G  ?  C' 

31 

0.001173 

5C 

0.010814 

61 

0.096213 

106 

0.725743 

32 

O.OO1I2O8 

57 

0.011863 

82 

0.104310 

107 

C.7S64C3 

33 

0.001297 

53 

0.012952 

83 

0.112816 

100 

0.SS2f:'9 

34 

0.001393 

59 

0.014162 

84 

0.122079 

109 

0.92<;f.«--6 

35 

0.001513 

CO 

0.015509 

85 

0.132174 

110 

1  .oooono 

TABLE  II  - 

MORTALITY 

RATES 'FOR 

HEALTHY 

FEMALE  PARTICIPANTS 

Age 

Age 

_3x_ 

2:2® 

qn 

Age 

J'-S. 

11 

o.oocooo 

36 

0.0C1173 

61 

0.010814 

S6 

O.OS621S 

12 

o.cooooo 

37 

0.001208 

62 

0.011863 

87 

0.104310 

13 

0.000000 

38 

0.001297 

63 

0.012952 

88 

0.112316 

14 

0.000000 

39 

0.001398 

64 

0.014162 

89 

0.12207S 

15 

0.000000 

40 

0.001513 

€5 

0.015509 

90 

0.1321-'.'. 

16 

o.cooooo 

41 

0.001643 

66  , 

0.017010 

91 

0.14317? 

17 

o.oocooo 

42 

0.001792 

67  * 

0.018685 

92 

0.1551.17 

13 

o.cooooo 

43 

0.001948 

69 

0.020517 

93 

0.168200 

19 

0.000000 

4  4 

0.002125 

69 

0.022562 

94 

0.1C2-!f  1 

20 

0.001437 

45 

0.002327 

70 

0.024847 

95 

0. 1 98030 

21 

0.001414 

46 

0.002556 

71 

0.027232 

96 

0.215035 

22 

0.001385 

47 

0.002818 

72 

0.029634 

57 

0 . 2  5  2 1 3  3 

23 

0.001351 

48 

0.003095 

73 

0.032073 

S3 

0.2523.15 

24 

0.001311 

49 

0.003410 

74 

0.034743 

99 

0.273878 

25 

0.001267 

50 

0.003769 

75 

0.037667 

100 

0.257. 52 

26 

0.001219 

51 

0.004180 

76 

0.040871 

101 

0.  j223:.3 

27 

0.001167 

52 

0.004635 

77 

0.044504 

102 

0. 3  :95tJS 

28 

0.001149 

53 

0.005103 

73 

0.048304 

103 

0.378855 

29 

0.001129 

54 

0.005616 

79 

0.052913 

.104 

0.4108-5 

30 

0.001107 

55 

0.005196 

CO 

0.057775 

105 

0.445763 

31 

0.U01083 

56 

0.006853 

81 

0.063142 

106 

C. 433330 

32 

0.001058 

57 

0.007543 

82 

0.068628 

107 

0,524301 

33 

0.001033 

58 

0.008278 

S3 

0.074648 

103 

0.568365 

34 

0.001111 

59 

0.009033 

84 

0.081256 

109 

0.616382 

.35 

0.001141 

60 

0.009S75 

E5 

0.038513 

110 

1.000000 
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XABLB  IZZ 

-  MORTALITY  RATES  FOR 

DISABLED 

MALE  PARTICIPANTS 

• 

£sfi 

52® 

-3  a. 

Age 

Age  ' 

-la. 

11 

0. 000009 

36 

0.002125 

-  61 

0.022562 

86 

0.182461 

12 

0.000000 

37 

0.002327 

62 

0.024847 

87 

0.198030 

13 

0.000000 

..  38 

0.002556 

63 

0.027232 

88 

0.215035 

14 

0.000000 

39 

0.002818 

64 

0.025634 

89 

0.232983 

15 

0.001351 

40 

0.003095 

6S 

0.032073 

90 

0.252S4S 

16 

0.001311 

41 

0.003410 

66 

0.034743 

91 

0.273878 

17 

0.001267 

42 

0.003769 

67 

0.037667 

92 

0.297152 

18 

0.001219 

43 

0.004100 

68 

0.040871 

93 

0.322553 

19 

0.001167 

44 

0.004635 

69 

0.044504 

94 

0.349505 

20 

0.001149 

45 

0.005103 

70 

0.048504 

95 

0.378865 

21 

0.001129 

46 

0.005616 

71 

0.052913  - 

96 

0.410875 

22 

0.001107 

'  47 

0.006196 

72 

0.057775 

97 

0.445768 

23 

0.001083 

43 

0.006863 

73 

0.063142 

98 

0.483830 

24 

0.001058 

49 

0.007543 

74 

0.06862B 

99 

0.524301 

is 

0.001083 

50 

0.008278 

75 

0.074648 

100 

0.568365 

26 

0.001111 

51 

0.009033 

76 

0.081256 

101 

0.616382 

27 

0.001141 

5? 

0.009875 

77 

0.088518 

102 

0.668696 

28 

0.001173 

53 

0.010814 

78 

0.096218 

103 

0.725745 

29 

0.001203 

54 

0.011863 

79 

0.104310 

104 

0.706495 

30 

0.001297 

55 

0.012952 

80 

0.112816 

105 

0.852659 

*31 

0.001398 

56 

0.014162 

81 

0.122079 

106 

0;924066 

32 

0.001513 

57 

0.015509  ■ 

82 

0.132174 

107 

1.000000 

33 

0.001643 

58 

0.017010 

83 

0.143179 

34 

0.001792 

59 

0.018585 

64 

0.155147 

35 

C. 001948 

60 

0.020517 

85 

C.1C8208 

TABLE  IV  -  MORTALITY  RATES  FOR 

DISABLED 

FEMALE  PARTICIPANTS 

Age 

-ibL. 

Age 

Age 

Age 

_2A_ 

11 

0.000000 

36 

0.001398 

61 

0.014162 

86 

0.122079 

12 

0.000000 

37 

0.001513 

62 

0.015509 

87 

0.132174 

13 

0.000000 

38 

0.001643 

63 

0.017010 

88 

0.143179 

14 

0.000000 

39 

0.001792 

64 

0.018685 

89 

0.155147 

15 

0.000000 

40 

0.001948 

65 

0.020517 

90 

C. 168208 

16 

0.000000 

41 

0.002125 

66 

0.022562 

91 

0.182461 

17 

0.000000 

42 

0.002327 

67 

0.024847 

92 

0.198030 

18 

0.000000 

43 

0.002556 

68 

0.027232 

93 

0.215035 

19 

0.000000 

44 

0.002818 

69 

0.029634 

94 

0.232983 

20 

0.001351 

45 

0.003095 

70 

0.032073 

95 

0.252545 

21 

0.001311 

46 

0.003410 

71 

0.034743 

96 

0.273878 

22 

0.001267 

47 

0.003769 

72 

0.037667 

97 

0.297152 

23 

0.001219 

48 

0.004188 

73 

0.040871 

98 

0.322553 

24 

0.001167 

49 

0.004635 

74  - 

0.044504 

99 

0.349505 

25 

0.001149 

50 

0.005103 

75 

0.048504 

100 

0.378865 

26 

0.001129 

-  51 

0.005616 

76 

0.052913 

101 

0.410075 

27 

0.001107 

52 

0.006196 

77 

0.057775- 

102 

0.445763 

23 

0.001083 

53 

0.006853 

78 

0.063142 

103  ' 

0.483830 

29 

0.001050 

54 

0.007543 

79 

0.068628 

104 

0.524301 

;30 

0.001083 

55 

0.008278 

80 

0.074643 

105 

0.568365 

31 

0.001111 

56 

0.009033 

81 

0.081256 

106 

0.616382 

32 

0.001141 

57 

0.009875 

82 

0.088518 

107 

0.668696 

33 

0.001173 

58 

0.010814 

83 

0.096218 

108 

0.725745 

34 

0.001208 

59 

0.011863 

84 

0.104310 

109 

0.786495 

35 

0.0012S7 

60 

0.012952 

85 

0.112816 

no 

1.000000 

TABLE  V 

-  MORTALITY 

RATES  FOR  DISABLED 

MALE 

PARTICIPANTS 

RECEIVING 

SOCIAL  SECURITY  DISABILITY  BENEFIT  PAYMENTS 

Age 

qy 

Age 

q 

Age 

' 

Age 

-SLk- 

11 

0.0000 

36 

0.0469 

61 

0.0763 

86 

0.1825 

12 

0.0000 

37 

0.0469 

62 

0.0730 

87 

0.1980 

13 

0.0000 

38 

0.0471 

63 

0.0797 

88 

0.2150 

14 

0.0000 

3? 

0.0473 

64 

0.0813 

89 

0.2330 

19 

0.0000 

40 

0.0476 

65 

0.0822 

90 

0.2525 

16 

0.0000 

41 

0.0482 

66 

0.0829 

91 

0.2739 

17 

0.0000 

42 

0.0488 

67 

0.0841 

92 

0.2972 

18 

0.0000 

43 

0.0495 

68 

0.0351 

93 

0.3226 

19 

0.0000 

44 

0.0504 

69 

0.0859 

94 

0.3495 

20 

0.0510 

45 

0.0514 

70 

0.0073 

95 

0.3789 

21 

0.0510 

46 

0.0525 

71 

0.0889 

96 

0.4109 

22 

0.0510 

47 

0.0537 

72 

0.0907 

97 

0.4458 

23 

0.0510 

48 

0.0550 

73 

0.0921 

98 

0.4838 

24 

0.0510 

49 

0.0567 

74  • 

0.0933 

99 

0.5243 

25 

0.0510 

50 

0.0530 

75 

0.0947 

100 

0.5684 

26 

0.0514 

51 

0.0595 

76 

0.0967 

101 

0.6164 

27 

0.0518 

52 

0.0612 

77 

0.0982 

102 

0.6687 

28 

0.0510 

53 

0.0623 

78 

0.0991 

103 

0.7257 

•  29 

0.0502 

54 

0.0645 

79 

0.1043 

104 

0.7865 

30 

0.0495 

55 

0.0662 

80 

0.1128 

103 

0.8527 

31 

0.0488 

56 

0.0679 

81 

0.1221 

106 

0.9247 

32 

0.0482 

57 

0.0695 

82 

0.1322 

107 

1.0000 

33 

'  0.0476 

58 

0.0712 

83 

0.1432 

34 

0.0473 

59 

0.0729 

84 

O.lSSl 

35 

0.0470 

60 

0.0746 

85 

0.1682 
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TABLE  VI  “  MORTALITY  RATES  EOR  DISABLED  FEMALE 
RARTICIRAMT8  RECEIVING  SOCIAL  SECURITY  PtSABILl-TY  BEMBgIT  RAYItt>lT& 


.las.  .sv. 


.las. 


Age 

J3j$ 

11 

0.0000 

12 

0.0000 

13 

0.0000 

14 

0.0000 

15 

0.0000 

16 

0.0000 

17 

0.0000 

18 

0.0000 

19 

0.0000 

20 

0.0426 

21 

0.0426 

22 

0.0426 

23 

0.0426 

24 

0.0426 

25  ♦ 

0.0426 

26 

0.0427 

27 

0.0428 

28 

0.0430 

29 

0.0430 

30 

0.0432 

31 

0.0425 

32 

0.0419 

33 

0.0413 

34 

0.0409 

35 

0.0405 

36 

0.0402 

37 

0.0400 

38 

0.0399 

39 

0.0397 

40 

0.0396 

41 

0.0394 

42 

0.0393 

43 

0.0392 

44 

0.0392 

-  45 

0.0392 

46 

0.0392 

47 

0.0394 

48 

0.0396 

49 

0.0398 

50 

0.0401 

51 

0.0403 

52 

0.0407 

53 

0.0410 

54 

0.0413 

55 

0.0417 

56 

0.0420 

57 

0.0424 

58 

0.0429 

59 

0.0435 

60 

0.0442 

61 

0.0449 

62 

0.0456 

63 

0.^465 

64 

0.0473 

65 

0.0484 

66 

0.0497 

67 

0.0508 

68 

0.0522 

69 

0.0530 

70 

0.0536 

71 

0.0538 

72 

0.0547 

73 

0.0552 

74 

0.0561 

75 

0.0567 

76 

0.0577 

77 

0.0590 

73 

0.0631 

79 

0.0686 

80 

0.0746 

81 

0.0813 

82 

0.0885 

83 

0.0962 

84 

0.1043 

85 

0.1128 

Ji2®- 

JU. 

&6 

0.1221 

87 

0.1322 

88 

0.1432 

89 

0.1551 

90 

0.1682 

*91 

0.1825 

92 

0.1980 

93 

0.2150 

94 

0.2330 

95 

0.2525 

96 

0.2739 

97 

0.2972 

98 

0.3226 

99 

0.3495 

100 

0.3789 

101 

0.4109 

102 

0.4453 

103 

0.4838 

104 

0.5243 

105 

0.5684 

106 

0.6164 

107 

0.6687 

108 

0.7257 

109 

0.7865 

110 

1.0000 

Appendix  B — Interest  Rates,  Quantities 
Used  to  Value  Annuities 


rates  set  forth  In  this  regulation  to  a  plan 
terminating  on  September  15, 1974. 


The  following  Interest  rates  and  quantities 
used  to  value  deferred  annuities  shall  be  ef¬ 
fective  for  plans  which  terminate  on  or  after 
September  2,  1974  and  on  or  before  Septem¬ 
ber  30, 1975. 


T.\iu.e  1. — Current  valu^  of  a  life  annuittf 
of  $10  per  month  payable  to  a  healthy 
participant 


Age  oriJarticipoiit  Male  Female 


TABLE  I — interest  KATE  FOR  VALUING 
IMMEDIATE  ANNUITIES 

An  interest  rate  of  8  percent  shall  be  used 
to  value  Immediate  annuities,  to  compute  the 
quantity  “Q”  In  1 2610.6,  and  for  valuing 
both  portions  of  a  cash  refund  annuity. 

TABLE  II - INTEREST  RATE  FOR  VALUING 

DEATH  BENEFITS 

An  Interest  rate  of  S  nercent  shall  be  used 
to  value  death  benefits  other  than  the  de¬ 
creasing  term  insurance  portion  of  a  cash  re¬ 
fund  annuity  pursuant  to  S  2610.8. 

TABLE  m — INTEREST  RATES  AND  QUANTITIES 
USED  TO  VALUE  DEFERRED  ANNUITIES 

The  following  factors  shall  be  used  to  value 
deferred  annuities  pursuant  to  §  2610.6: 

(1)  ki  =  1.0725. 

(2)  kj=  1.0575. 

(3)  k,=  1.0426. 

(4)  n,=7. 

.  (6)  n,=8. 

Appendix  C — Illustrative  Benefit  Valuation 
Results 

Th6  following  results  are  obtained  by  ap¬ 
plication  of  the  appropriate  methods  and 


4.5  .  $1,334.48  $1,392.31 

50 .  1,262.56  1,334.48 

55 .  1,176.12  1,262.5» 

60 .  1,074.44  1,176.12 

62  .  1, 029. 82  1, 137. 23 

63  .  1, 006. 84  1, 116. 91 

65 .  !)59.87  1,074.44 

67 .  912.11  1.029.82 

70 .  S37.;«  '.159.87 

7.5  .  708.65  837.96 

80 .  .581.30  708.65 

85 .  462.26  581.36 


Tablf.  2. — Current  value  of  a  deferred  life 
annuity  of  $10  per  month  payable  to  m 
healthy  participant  at  ages  60  and  65 


.\gi>  of  Deferred  to  age  60  Deferred  to  age  65 

|Xirtieii>ant  -  - 

Male  Female  Male  Female 


25 .  $156.58  $180.92  $103.28  $126.41 

30 .  193.86  224.10  127.87  156.58 

35 .  240.19  277.45  15844  19886 

40 .  29844  34878  196.86  24819 

45 .  37876  427.15  245.88  29844 

.50 .  504.62  678  01  309^  37876 

55 .  71806  797.88  425.77  604.63 

60  .  616.01  71808 

61  .  669.98  77838 

62  .  731.00  837.48 

63  . ;  79892  90894 

64  .  874.80  967.63 
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PROPOSED  RULES 


PENSION  BENEFIT  GUARANTY 
CORPORATION 

[29CFRPart  2608] 

PENSION  PLANS 

Allocation  of  Assets;  Supplemental  Notice 
of  Proposed  Rulemaking 

On  November  4,  1975,  notice  of  pro¬ 
posed  rulemaking  was  publi^ed  in  the 
Federal  Register,  40  FR  51368,  setting 
forth  regulations  proposed  by  the  Pen¬ 
sion  Benefit  Guaranty  Corporation 
(“PBGC”)  governing  the  all(x:ation  of 
assets  of  terminating  pension  plans  sub¬ 
ject  to  Title  IV  of  the  Employee  Retire¬ 
ment  Income  Security  Act  of  1974 
(“Act”) , 

The  proposed  regulation  did  not  dif¬ 
ferentiate  between  plans  that  wind  up 
their  affairs  after  receiving  a  Notice  of 
SufiBciency  from  the  PBGC  (“sufficient 
plans”)  and  other  plans.  Neither  did  it 
prescribe  rules  governing  the  establish¬ 
ment  of  subclasses.  An  Interim  Regula¬ 
tion  on  Allocation  of  Assets,  which  does 
not  apply  to  suffici^t  plans,  has  been 
published  in  the  Federal  Register  today 
(41  FR  48480).  The  Interim  Regulation 
contains  changes  in  the  proposal  prompt¬ 
ed  by  the  comments  received.  The  pre¬ 
amble  to  the  Interim  Regulation  ex¬ 
plains  the  changes  made  in  the  original 
prop>osal.  Since  publication  of  the  pro¬ 
posed  r^ulation,  the  staff  of  the  PBGC, 
its  Advisory  Committee  and  its  Board  of 
Directors  have  addressed  matters  not 
covered  in  the  original  proposal  and  de¬ 
veloped  procedures  to  determine  whether 
a  plan  is  sufficient  and  how  sufficient 
plans  are  to  be  terminated.  Additionally, 
guidelines  concerning  the  establishment 
of  subclasses  have  been  developed.  Imple¬ 
mentation  of  these  guidelines  requires 
substantive  changes  in  the  Allocation  of 
Assets  Regulation.  Therefore,  notice  is 
hereby  given  that  the  PBGC  proposes 
additional  amendments  to  the  proposed 
Allocation  of  Assets  Regulation  to  cover 
sufficient  plans  and  to  prescribe  rules  for 
establishing  subclasses. 

Sufficient  Plans 

Sufficient  plans  pose  a  special  prob¬ 
lem  in  allocating  plan  assets  because  in 
most  cases  some  period  of  time  will 
elapse  between  the  date  a  plan’s  Notice 
of  Intent  to  Terminate  is  filed  and  the 
date  plan  assets  are  finally  liquidated  and 
distributed.  An  allocation  of  plan  assets 
which  does  not  take  into  account  the 
possibility  that  asset  and  benefit  values 
will  fluctuate  during  that  period  is  not 
only  unrealistic,  but  it  also  may  create 
rights  to  benefits,  not  guaranteed  by  the 
PBGC,  w'hlch  the  plan  is  unable  to  pro¬ 
vide  because  of  a  decline  in  the  value  of 
the  assets,  or,  if  assets  have  increased  in 
value,  such  an  allocation  would  fall  to  al¬ 
locate  the  increase  among  plan  partici¬ 
pants.  To  remedy  this  problem  it  is  pro¬ 
posed  that  a  new  paragraph  (b)  be  added 
to  S  2608.3  to  prescribe  the  date  on  which 
assets  are  to  be  allocated.  Under  pro¬ 
posed  §  2608.3(b)  (1)  the  allocation  is  to 
be  performed  as  of  the  date  of  termina¬ 
tion  for  all  plans  other  than  sufficient 


plans.  Proposed  §  2608.3(b)  (2)  covers 
sufficient  plans.  It  requires  that  the  al¬ 
location  for  such  plans  must  be  per¬ 
formed  as  of  the  date  plan  assets  are 
distributed. 

Since  the  PBGC  has  determined  that 
the  Act  requires  that  a  plan  participant 
must  receive  the  benefits  to  which  he  or 
she  is  entitled  under  the  plan  which  are 
payable  as  an  annuity  in  the  annuity 
form  specified  in  the  plan  unless  the 
participant  elects  an  optional  form  of 
distribution,  the  date  of  distribution  nor¬ 
mally  will  be  the  date  on  which  annuities 
are  purchased.  The  PBGC  has  today  is¬ 
sued  a  proposed  regulation,  Determina¬ 
tion  of  Plan  Sufficiency,  29  CFR  Part 
2615,  41  FR  (  ),  prescribing  in  greater 

detail  the  procedures  for  terminating 
sufficient  plans. 

It  is  also  proposed  to  amend  §  2608.4 
(b)  of  the  regulation  to  make  it  clear 
that  in  allocating  assets  the  benefits  to 
which  a  participant  is  entitled  will  be  de¬ 
termined  as  of  the  date  of  plan  termina¬ 
tion.  However,  the  value  of  those  bene¬ 
fits  as  of  the  date  of  allocation  will  be 
different  than  their  value  as  of  the  date 
of  termination.  Thus,  for  example,  as¬ 
sume  that  on  the  date  of  termination, 
participant  A.  who  is  63  years  old.  is  en¬ 
titled  to  a  life  annuity  of  $300  per  month 
plus  a  temporary  annuity  of  $150  per 
month  payable  to  age  65.  The  distribu¬ 
tion  occurs  one  year  after  the  date  of 
plan  termination.  A’s  entitlement  to  ben¬ 
efits  is  still  based  on  A’s  entitlement  as  of 
the  date  of  termination,  but  because  of 
the  lapse  in  time  participant  A  would 
only  be  entitled  to  one  more  year  of  the 
$150  temporary  annuity.  ’This  would 
change  the  value  of  A’s  temporary  bene¬ 
fit.  Since  A  would  be  one  year  older  the 
value  of  A’s  lifetime  benefit  would  also 
change.  Since  the  value  of  an  annuity 
benefit  in  a  sufficient  plan  is  the  cost  of 
purchasing  that  benefit  from  an  Insurer, 
changing  the  allocation  date  to  the  date 
assets  are  distributed  (l.e.  the  date  the 
insurance  contracts  are  purchased)  will 
automatically  change  the  value  of  the 
benefit. 

Subclasses 

Subsection  4044(b)(6)  of  ERISA,  88 
Stat.  1026,  20  UJS.C.  section  1344(b)(6), 
provides  that  a  plan  may  establish  sub¬ 
classes  within  the  priority  categories  de¬ 
scribed  In  ERISA  section  4044(a)  in  ac¬ 
cordance  with  regulations  prescribed  by 
the  PBGC.  One  &f  the  comments  to  the 
originally  proposed  regulation  on  alloca¬ 
tion  of  assets  suggested  that  the  PBGC 
prescribe  regulations  regarding  sub¬ 
classes.  ’The  PBGC  has  studied  the  prob¬ 
lem  of  subclasses  in  detail  and  now  pro¬ 
poses  the  amendments  described  below. 

It  is  proposed  that  a  new  section, 
§  2608.12,  be  added  to  the  Allocation  of 
Assets  Regulation  which  will  permit  a 
plan  to  establish  subclasses  in  any  prior¬ 
ity  category  (except  priority  categories 
1  and  2),  if  the  subclasses  do  not  result 
in  discrimination  prohibited  under  the 
Internal  Revenue  Code  of  1954,  as 
amended,  and  the  regulations  issued 
thereunder.  ’The  nondiscrimination  re¬ 


quirement  prevents  the  use  of  subclasses 
to  divert  plan  assets  upon  termination, 
through  use  of  the  guarantee  provisions 
in  Title  IV,  to  certain  highly  paid  em¬ 
ployees  or  owner  employees  at  the  ex¬ 
pense  of  other  employees. 

Under  proposed  S  2608.12(a),  sub¬ 
classes  may  be  based  specifically  on  older 
age,  greater  length  of  service,  disability 
or  any  combination  of  the  foregoing. 
Subclasses  which  a  plan  establishes  will 
be  followed  in  allocating  assets  to  the  ex¬ 
tent  that  allocation  in  accordance  with 
the  provisions  of  such  subclasses  does  not 
change  the  cumulative  amount  of  assets 
that  would  be  allocated  to  guaranteed 
benefits  in  the  absence  of  such  sub¬ 
classes.  This  will  fissure  that  participants’ 
benefits  are  not  reduced  in  order  to  low¬ 
er  the  employer’s  potential  liability  imder 
section  4062  of  ERISA  (or  vice  versa). 

For  example:  The  xyz  plan,  a  noncon¬ 
tributory  plan,  has  three  participants, 
A,  B,  and  C,  who  have  been  retired  for 
more  than  3  years  when  the  plan  ter¬ 
minates  and  whose  benefits  are  there¬ 
fore  in  priority  category  3.  The  plan  pro¬ 
vides  monthly  benefits  for  life  based  on 
a  defined  formula.  'The  plan  has  estab¬ 
lished  subclasses  based  on  age,  such  that 
within  any  priority  category  assets  are 
first  allocate  to  the  benefits  payable  to 
the  participant  who  retired  at  the  most 
advanced  age.  All  three  participants  re¬ 
tired  during  1971  and  the  plan  terminat¬ 
ed  in  1975.  Participant  A  retired  at  age 
65  and  began  receiving  $600  per  month. 
Participant  B  retired  at  age  62  and  began 
receiving  $1,200  per  month.  Participant 
C  retired  at  age  65  and  began  receiving 
$1,000  per  month.  Assume  the  insurance 
limit  applicable  to  e’ach  annuity  is  $800 
per  month.  Thus,  all  of  A’s,  but  only  $800 
of  B’s  and  C’s  monthly  benefit  would  be 
guaranteed.  Assume  that  as  of  the  date 
of  plan  termination  the  value  of  A’s 
benefit  was  $45,000,  the  value  of  B’s 
benefit  was  $120,000,  the  value  of  C’s  ben¬ 
efit  was  $75,000,  and  total  plan  assets 
equalled  $200,000. 

The  following  table  illustrates  the  re¬ 
sults  of  allocation  based  on  the  Interim 
Allocation  of  Assets  Regulations,  supra, 
(Col.  1),  the  plan’s  subclasses  (Col.  2), 
and  this  proposal  (Col.  3). 


Allocation  of  assets 


Participant- 
source  of  benefits 

ABoeatlon 

under 

interim 

regulation 

Allocation 

under 

plan 

subclasses 

Allocation 

under 

proposal 

A 

From  plan _ _ 

From  PBGC... 

$.500 

100 

$600 

0 

$.500 

100 

Total  A’l 
benefit . 

800 

600 

600 

B 

From  plan _ 

From  PBGC... 

1,000 

0 

800 

0 

785 

0 

Total  B’s 
benefit _ 

LOOO 

800 

875 

C 

From  plan _ 

From  PBGC _ 

83X33 

0 

LOOO 

0 

1,000 

0 

Total  C’s 
benefits _ 

83S.n 

1.000 

1.000 
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Under  29  CPR  Part  2608,  $100,000 
would  be  allocated  to  B’s  benefit.  $37,500 
to  A’s  benefit  and  $62,500  to  C’s  benefit. 
This  would  allow  B  to  be  paid  $1,000  per 
month,  A  to  be  paid  $500  per  month  and 
C  to  be  paid  $833.33  per  month  from 
plan  assets.  Since  all  of  A’s  benefit  is 
guaranteed,  the  PBGC  would  pay  the 
additional  $100  per  month  necessary  to 
bring  A’s  benefit  up  to  the  guaranteed 
level.  The  employer  would  be  potentially 
liable  for  approximately  $7,500  \mder 
Title  IV  of  ERISA. 

However,  if  the  plan’s  subclasses  are 
followed,  assets  would  be  allocated  first 
to  A’s  and  C’s  benefits  because  they  re¬ 
tired  at  a  more  advanced  age  than  B. 
Thus,  $45,000  and  $75,000  wovQd  be  allo¬ 
cated  to  the  benefits  of  A  and  C,  re¬ 
spectively,  and  the  remaining  $80,000 
would  be  allocated  to  the  benefit  of  B. 
In  effect,  allocating  pursuant  to  the 
plan’s  subclasses,  rather  than  under  29 
CFR  Part  2608,  would  shift  assets  from 
the  benefit  of  B  to  the  b^efits  of  A  and 
C.  Specifically,  $7,500  is  shifted  to  A,  and 
$12,500  is  shifted  to  C.  The  shifting  of 
assets  reduces  B’s  benefit  from  $1,000  to 
$800  per  month,  increases  C’s  benefit 
from  $833.33  to  $1,000  per  month,  but 
does  not  increase  A’s  benefit  of  $600  per 
month  because  the  additional  assets  allo¬ 
cated  to  his  benefit  provide  guaranteed 
benefits  previously  provided  by  the 
PBGC.  There  no  longer  would  be  any 
potential  employer  liability  because  suf¬ 
ficient  plan  assets  would  have  been  allo¬ 
cated  to  pay  all  guaranteed  benefits. 

Under  the  proposal,  assets  could  be 
allocated  in  accordance  with  the  plan’s 
subclasses  only  to  the  extent  that  the 
total  assets  available  for  non-guaranteed 
benefits  is  the  same  as  if  the  plan  had  no 
subclass  provisions.  In  this  example,  the 
shifting  of  assets  from  the  benefit  of  B 
to  the  benefit  of  A  and  C  reduces  the 
assets  available  for  non-guaranteed 
benefits  by  approximately  $7,500.  There¬ 
fore,  this  amount  would  be  reallocated 
to  unfunded  nonguaranteed  benefits  in 
accordance  with  the  subclasses.  Thus, 
under  the  proposal  the  extra  $7,500 
would  be  allocated  to  B’s  benefit  because 
C’s  benefit  was  fully  funded.  If  Uiat  were 
done,  the  result  is  that  B  would  receive 
$875  per  month,  C  would  receive  $1,000 
per  month  and  A  would  receive  $600  per 
month  ($500  from  plan  assets  and  $100 
from  the  PBGC) . 

Prior  to  passage  of  the  Act  some  plans 
had  provisions  for  allocation  of  assets 
based  specifically  on  older  age,  greater 
length  of  service  or  disability.  Because 
such  provisions  are  consistent  with  the 
rule  in  proposed  §  2608.12(a),  and  since 
they  pre-dated  passage  of  the  Act,  pre¬ 
sumably  they  were  not  designed  to  divert 
plan  assets  upon  termination,  through 
use  of  guarantee  provisions  in  Title  IV, 
to  certain  highly  paid  employees  at  the 
expense  of  other  employees.  Thus,  pro¬ 
posed  §  2608.12(b)  allows  such  provisions 
to  be  used  as  subclasses  upon  termina¬ 
tion,  unless  they  result  in  discrimination 
prohibited  under  the  Internal  Revenue 
Code. 


For  example,  before  passage  of  the  Act 
a  plan  provided  that  assets  would  be 
allocated  upon  termination  as  follows: 

First,  to  those  participants  who  have 
retired  or  are  eligible  to  retire.  If  plan 
assets  are  not  sufficient  to  provide  all 
benefits  in  this  category,  they  shall  be 
allocated  first  to  participants  whose  com¬ 
bined  age  and  service  equals  80  or  more, 
or  who  are  disabled  and  whose  combined 
age  and  service  equals  at  least  70.  Any 
remaining  assets  shall  be  allocated  first 
to  the  participants  whose  combined  age 
and  service  equals  75  but  is  less  than 
80,  or  who  are  disabled  and  whose  com¬ 
bined  age  and  service  equals  65  but  less 
than  70.  Any  assets  remaining  thereafter 
shall  be  allocated  first  to  participants 
with  the  greatest  combined  age  and 
length  of  service  adding  10  to  the  total 
of  any  disabled  participants’  combined 
age  and  length  of  service. 

Second,  to  those  participants  who  have 
vested  rights  to  retirement  benefits  under 
this  plan. 

Third,  to  all  other  participants  based 
on  the  ratio  that  the  value  of  such  a 
particlr>ant’s  accrued  benefits  bears  to 
the  total  value  of  the  accrued  benefits 
of  all  such  participants. 

If  the  assets  are  not  sufficient  to  pro¬ 
vide  the  benefits  of  two  or  more  partici¬ 
pants  with  the  same  priority  claim,  the 
assets  shall  be  allocated  among  the  par¬ 
ticipants  pro  rata  according  to  the  pro¬ 
portion  that  the  value  of  each  partici¬ 
pant’s  benefits  is  of  the  total  value  of 
benefits  of  participants  with  claims  of 
equal  priority. 

Under  the  exception  In  proposed 
S  2608.12(b)  the  plan  may  incorporate 
this  prior  allocation  provision  in  any  pri¬ 
ority  category  as  a  subclass  because  the 
allocation  In  Its  first  priority  category 
was  based  specifically  on  combined 
length  of  service  and  age.  Assume  the 
plan  permitted  retirement  at  age  50  after 
20  years  of  service  or  disability  retire¬ 
ment  at  age  40  after  10  years  of  service 
and  that  the  plan  adopts  its  prior  allo¬ 
cation  provisions  as  subclasses  for  pri¬ 
ority  category  4.  Assume  f\u:ther  there 
are  fo(u:  participants  in  the  plan.  A,  B, 
C  and  D  with  the  following  age,  service 
and  status  on  the  date  of  termination: 


FaiUclpant 

Retired 

Age 

Years  of 
Service 

CknnblDed 
Age  and 
Service 

A . 

.No . 

52 

21 

73 

B . 

.  No . . 

53 

24 

77 

C . 

.  Yes . 

66 

31 

97 

D . 

.  Yes . 

51 

18 

Note.— Disiibility  at  age  45. 


Participant  A’s  benefits  would  not  be 
in  priority  category  3  because  he  has 
not  been  entitled  to  retire  for  3  years, 
B’s,  C’s,  and  D’s  benefits  are  all  in  prior¬ 
ity  category  3  because  they  either  havp 
been  retired  for  three  years  or  were 
eligible  to  retire  at  least  three  years  be¬ 
fore  the  plan  terminated.  Since  the 
plan’s  prior  allocation  priorities  have 
become  the  subclasses  for  priority  cate¬ 
gory  3,  the  allocation  of  assets  would  be 
in  the  following  order: 


First,  to  C  because  his  combined  age 
and  service  are  equal  to  or  greater  than 

80. 

Second,  to  B  and  D  because  B’s  com¬ 
bined  age  and  service  equal  at  least  75 
but  not  80,  and  D  retired  imder  the  dis¬ 
ability  provisions  and  his  age  and  serv¬ 
ice  equal  at  least  65  but  not  more  than 
70. 

Under  the  proposed  exception  of 
§  2608.12(b)  it  is  quite  possible  that 
some  of  the  old  allocation  categories 
used  as  subclasses  could  never  have  any 
benefits  in  them  because  they  contain 
benefits  not  found  in  the  priority  cate¬ 
gory  to  which  assets  are  being  allocated. 
For  instance.  In  the  above  example,  the 
second  and  third  categories  contained 
in  the  plan’s  old  allocation  provisions 
would  never  become  a  consideration  in 
allocating  assets  in  priority  category  3 
because  they  contain  benefits  which 
either  have  not  or  could  not  have  been 
in  pay  status  for  three  years;  this  illus¬ 
trates  a  critical  aspect  of  the  exception. 
A  plan  may  only  use  the  allocation  pro¬ 
visions  in  effect  prior  to  September  2, 
1974  to  establish  subclasses  imder  the 
exception  because  subclasses  established 
under  the  exception  may  result  in  a 
shifting  of  assets  from  guaranteed  to 
non-guaranteed  benefits  or  vice  versa. 

Employee  Contributions  Used  to 
Purchase  Ancillary  Benefits 

Under  the  law  prior  to  the  effective 
date  of  the  minimum  vesting  and  ac¬ 
crual  requirements  of  Titles  I  and  n, 
a  plan  could  specifically  provide  that 
employee  contributions  would  be  applied 
first  to  the  payment  of  Insurance  pre¬ 
miums  for  insurance  held  or  purchased 
by  the  plan.  Where  the  insurance 
policies  provide  health  or  death  benefits, 
the  insurance  protection  afforded  the 
employee  is  considered  a  distribution  to 
the  employee  in  that  year.  See,  “Ray¬ 
mond  J.  Moore’’,  45  B.T.A.  1073  (1940). 
Since  the  Insurance  protection  afforded 
an  employee  each  year  is  considered  a 
distribution,  the  PBGC  proposes  to 
amend  §  2608.7  by  adding  thereto,  a  new 
paragraph  (d)  to  provide  that  the  por¬ 
tion  of  an  employee  contribution  used 
to  purchase  Insurance  protection  con¬ 
stitutes  a  distribution  from  the  plan  to 
the  employee  and  that  such  portion  be 
compute  by  using  the  Internal  Revenue 
Service  rulings  to  determine  the  cost  of 
such  protection.  Proposed  §§  2608.1(b) 
and  2608.4  contain  technical  amend¬ 
ments  to  the  Interim  Allocation  of  As¬ 
sets  Regulation  required  by  the  new  pro¬ 
visions. 

Interested  persons  may  participate  in 
this  proposed  rulemaking  by  submitting 
wrritten  data  views,  or  arguments  to  the 
Office  of  the  (jeneral  Counsel,  Pension 
Benefit  Guaranty  Corporation,  Room 
7200,  2020  K  Street,  NW.,  Washington, 
D.C.  20006.  Each  person  submitting  com¬ 
ments  should  include  his  or  her  name 
and  address.  Identify  this  notice,  and 
give  reasons  for  any  recommendations. 
Comments  should  be  submitted  on  or  be¬ 
fore  November  29,  1976.  Copies  of  writ¬ 
ten  comments  will  be  available  for  a 
reasonable  period  in  the  Office  of  Com- 
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munlcations  of  the  Pension  Benefit 
Guaranty  Corporation,  Room  7100  at  the 
above  address  between  the  hours  of  9 
a.m.  and  4  p.m.,  for  examination  by  In¬ 
terested  persons.  This  propossd  may  be 
changed  in  light  of  the  comments  re¬ 
ceived. 

In  consideration  of  the  foregoing,  the 
Pension  Benefit  Guaranty  Corporation 
proposes  to  revise  Part  2608  of  Chapter 
XXVI,  Title  29  of  the  Code  of  Federal 
Regulations  to  read  as  follows: 

PART  2608— ALLOCATION  OF  ASSETS 

Sec. 

2608.1  Purpose  and  Scope. 

2608.2  Definitions. 

2608.3  General  Rule. 

2608.4  Manner  of  Allocation. 

2608.5  Violations. 

2608.6  Priority  Category  1  Benefits. 

2608.7  Priority  Category  2  Benefits. 

2608.8  Priority  Category  3  Benefits. 

2608.0  Priority  Category  4  Benefits. 

2608.10  Priority  Category  5  Benefits. 

2608.11  Priority  Category  6  Benefits. 

2608.12  Subclasses. 

Atjthoritt:  Secs.  4002(b)  (3),  4044,  Pub.  L. 
93-406,  88  Stat.  1004,  1025-27  (29  U.S.C.  1302 
(b)(3), 1344). 

§  2()08.1  Purpose  and  scope. 

(a)  Purpose.  The  purpose  of  this  part 
Is  to  establish  the  procedure  for  allocat¬ 
ing  a  plan’s  assets  in  accordance  with 
section  4044  of  the  Act  upon  the  plan’s 
termination. 

(b)  Scope.  Tliis  part  applies  to  plans 
covered  by  section  4021  of  the  Act  that 
terminate  on  or  after  September  2,  1974. 

§  2608.2  Definitions. 

For  purposes  of  this  part: 

“Act”  means  the  Employee  Retire¬ 
ment  Income  Security  Act  of  1974. 

“Annuity”  means  a  series  of  periodic 
payments  to  a  participant  or  a  surviving 
beneficiary  for  a  fixed  or  contingent 
period. 

“Basic  type  benefit”  means  a  benefit 
that  is  assigned  to  priority  category  2.  3, 
or  4  and  is  the  type  of  benefit  that  is,  or 
would  be,  guaranteed  under  the  provi¬ 
sions  of  Part  2605  of  this  chapter,  if  the 
insurance  limits  referred  to  in  §  2605.4 
(b)  of  that  part  did  not  apply. 

“Date  of  plan  termination”  means  the 
date  determined  pursuant  to  section  4048 
of  the  Act. 

“Guaranteed  benefits”  means  benefits 
which  are  guaranteed  under  Part  2605 
of  this  chapter. 

“Mandatory  employee  contributions” 
means  amounts  contributed  to  the  plan 
by  a  participant  which  are  required  as  a 
condition  of  employment,  as  a  condition 
of  participation  in  such  plan,  or  as  a  con¬ 
dition  of  obtaining  benefits  under  the 
plan  attributable  to  employer  contribu¬ 
tions. 

“Non-basic  type  benefit”  means  any 
benefit  provided  by  a  plan  other  than  a 
basic  type  benefit. 

“Nonforfeitable  benefit”  means  a  bene¬ 
fit  payable  with  respect  to  a  participant 
if  on  the  date  of  termination  of  the  plan 
the  participant  has  satisfied  all  of  the 
conditions  required  of  him  under  the  pro¬ 
visions  of  the  plan  to  establish  entitle¬ 
ment  to  the  benefit,  except  the  submls- 
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sion  of  a  formal  application,  retirement, 
or  the  completion  of  a  requ^ed  waiting 
period.  Benefits  that  become  nonforfeit¬ 
able  solely  as  a  result  of  the  termination 
of  a  plan  will  be  considered  forfeitable. 

“Normal  retirement  age”  means  the 
age  specified  in  the  plan  as  the  normal 
retirement  age,  which  age  with  respect 
to  each  participant  cannot  exceed  the 
later  of  age  65  or  the  age  attained  after 
10  years  of  participation  in  the  plan  or, 
if  no  normal  retirement  age  is  specified 
in  the  plan,  age  65.  “Plan”  means  a  de¬ 
fined  benefit  plan. 

“Plan  assets”  means  the  dollar  value 
of  the  assets  available  to  pay  plan  bene¬ 
fits  determined  in  the  manner  prescribed 
by  the  Pension  Benefit  Guaranty  Corpo¬ 
ration. 

“Priority  categories”  or  “Priority 
categoiT”  means  the  categories  con¬ 
tained  in  section  4044(a)  (1)  through 
section  4044(a)  (6)  of  the  Act  which 
establish  the  order  in  which  plan  assets 
are  to  be  allocated  upon  termination. 

“Value  of  plan  benefits”  means  the 
dollar  value  of  the  benefits  provided  by 
the  plan,  determined  in  the  manner  pre¬ 
scribed  by  the  Pension  Benefit  Guaranty 
Corporation. 

“Volimtary  employee  contributions” 
means  amounts  contributed  to  a  plan 
pursuant  to  the  provisions  of  the  plan 
by  an  employee  which  are  not  manda¬ 
tory  employee  contributions. 

§  2608.3  General  rule. 

(a)  Upon  the  termination  of  a  plan 
to  which  this  part  applies,  the  assets  of 
such  plan  shall  be  allocated  to  benefits 
provided  by  the  plan  in  the  manner  pre¬ 
scribed  by  this  part. 

(b) (1)  Except  for  plans  that  termi¬ 
nate  under  section  4041(a)  of  the  Act 
after  receiving  a  notice  from  the  Pen¬ 
sion  Benefit  Guaranty  Corporation  that 
the  assets  held  under  the  plan  are  suf¬ 
ficient  to  discharge  when  due  the  obli¬ 
gations  of  the  plan  with  respect  to  basic 
benefits,  the  allocation  required  by  this 
part  shall  be  performed  as  of  the  date 
of  plan  termination. 

(2)  For  plans  to  which  paragraph 
(b)(1)  of  this  section  does  not  apply, 
the  allocation  of  assets  shall  be  made  as 
of  the  date  the  plan  assets  are  distrib¬ 
uted  using  the  value  of  plan  benefits 
determined  imder  §  2615.6(b)  of  this 
chapter. 

§  2608.4  Manner  of  allocation. 

(a)  General — Assets  shall  be  al¬ 
located  by  using  the  procedure  contained 
in  paragraphs  (b)  through  (f)  of  this 
section,  or  such  other  procedure  which 
results  in  the  same  amount  of  assets 
being  allocated  separately  to  the  total 
basic  type  benefit  and  total  non-basic 
type  benefit  payable  with  respect  to  each 
plan  participant  as  would  be  the  case 
if  the  procedure  contained  in  para¬ 
graphs  (b)  through  (f)  of  this  section 
were  followed. 

(b)  Assignment  of  benefits. — Benefits 
payable  with  respect  to  each  participant 
under  the  plan  after  the  date  the  plan 
terminates  shall  be  assigned  to  the  ap¬ 
propriate  priority  category  contained  in 
section  4044(a)  of  the  Act  in  accordance 


with  §§  2608.6  through  2608.11,  and  the 
value  of  that  portion  of  a  participant’s 
benefit  assigmed  to  each  priority  cate¬ 
gory  shall  be  determined  in  accordance 
with  §§2608.6  llirough  2608.11.  The 
benefits  payable  with  respect  to  each 
participant  shall  be  determined  as  of  the 
date  of  plan  termination. 

(c)  Value  of  benefits  in  each  priority 
category.  The  total  value  of  the  benefits 
assigned  to  each  priority  category  shall 
be  computed  by  adding  together  the 
values  of  the  benefits  assigned  to  such 
category. 

(d)  Allocation  of  assets  to  priority 
categories.  The  assets  of  the  plan  avail¬ 
able  for  allocation  shall  be  allocated  to 
each  priority  category  in  succession,  be¬ 
ginning  with  the  first  priority  category. 
If. the  plan  has  sufficient  assets  to  sat¬ 
isfy  in  full  the  value  of  all  benefits  as¬ 
signed  to  a  priority  category,  the  re¬ 
maining  assets  shall  then  be  allocated  to 
the  next  lower  priority  category.  This 
process  shall  be  repeated  until  all  assets 
of  the  plan  have  been  allocated  to  pri¬ 
ority  categories,  or  sufficient  assets  have 
been  allocated  to  satisfy  the  value  of  all 
benefits  assigned  to  priority  categories  1 
through  6,  whichever  occurs  first. 

(e)  Allocation  of  assets  to  benefits 
within  priority  categories.  (1)  Except  for 
benefits  assigned  to  the  fifth  priority 
category,  if  the  plan  assets  allocable  to 
any  priority  category  are  insufficient  to 
satisfy  in  full  the  value  of  the  benefits 
assigned  to  that  category,  the  plan  as¬ 
sets  shall  be  allocated  to  the  value  of  the 
benefits  of  each  participant  assigned  to 
such  category  by  multiplying  the  plan 
assets  allocated  to  the  category  by  a 
fraction,  the  numerator  of  which  shall 
be  the  value  of  the  participant’s  benefits 
assigned  to  such  category  and  the  de¬ 
nominator  of  which  shall  be  the  value 
of  all  benefits  assigned  to  such  category. 
(2)  If  the  plan  assets  allocable  to  pri¬ 
ority  category  5  are  insufficient  to  cover 
the  benefits  assigned  to  such  category, 
the  following  allocation  procedure  shall 
apply: 

(i)  The  assets  allocable  to  priority 
category  5  shall  first  be  allocated  to  the 
value  of  the  nonforfeitable  benefits  of 
plan  participants  computed  on  the  basis 
of  the  provisions  of  the  plan  which  were 
in  effect  at  the  beginning  of  the  five  (5) 
year  period  ending  on  the  date  of  plan 
termination. 

(ii)  If  the  assets  available  for  alloca¬ 
tion  under  paragraph  (e)  (2)  (i)  of  this 
section  are  sufficient  to  satisfy  in  full 
the  benefits  described  in  such  subpara¬ 
graph,  the  remaining  plan  assets  allo¬ 
cable  to  category  5  shall  be  allocated  to 
the  benefit  changes  applicable  to  each 
participant  under  the  earliest  amend¬ 
ment  of  the  plan  during  the  five  year 
period  ending  on  the  date  of  plan  termi¬ 
nation  which  was  effective  during  such 
period.  If  the  plan  assets  allocable  to  such 
amendment  are  sufficient  to  satisfy  in 
full  the  value  of  the  benefits  of  plan  par¬ 
ticipants  under  such  amendment,  any  re¬ 
maining  plan  assets  shall  be  similarly 
allocated  to  the  next  succeeding  amend¬ 
ment.  This  process  shall  be  repeated  im- 
til  all  plan  assets  allocable  to  priority 
category  5  have  been  exhausted.  In  the 
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event  that  the  plan  assets  are  insufficient 
to  satisfy  in  full  the  benefits  attributable 
to  any  sub-category  of  priority  category 
5,  the  assets  allocable  to  such  sub-cate- 
go^  shall  be  distributed  among  par¬ 
ticipants’  benefits  in  such  sub-category 
on  the  basis  of  the  ratio  that  each  par¬ 
ticipant’s  benefits  assigned  to  such  sub¬ 
category  bears  to  the  total  benefits  as¬ 
signed  to  such  sub-category. 

(3)  The  assets  allocated  to  each  par¬ 
ticipant  within  each  priority  category 
shaU  first  be  applied  to  satisfy  the  value 
of  the  participant’s  basic  type  benefit 
assigned  to  such  category.  Any  remain¬ 
ing  assets  shall  then  be  applied  to  the 
value  of  such  p>articipant’s  non-basic 
type  benefit  assigned  to  that  priority 
category.  (4)  Notwithstanding,  para¬ 
graphs  (e)  (1),  (2)  and  (3)  of  this  sec¬ 
tion,  the  assets  of  a  plan  that  has  estab¬ 
lished  subclasses  within  any  priority 
category  shall  be  allocated  within  such 
priority  category  according  to  the  plan’s 
subclasses  to  the  extent  permitted  by 
§  2608.12  of  this  part. 

(f)  Computation  of  plan  asset  insuffi¬ 
ciency.  If  the  plan  assets  aUocable  to  a 
participant’s  basic  type  benefit  in  all  pri¬ 
ority  categories  are  not  sufficient  to  sat¬ 
isfy  in  full  the  value  of  the  participant’s 
guaranteed  benefits,  the  amount  of  the 
difference,  but  not  less  than  zero,  be¬ 
tween  the  assets  so  allocated  and  the 
value  of  such  benefits  shall  constitute 
the  amoimt  of  asset  deficiency  with  re¬ 
spect  to  that  participant.  The  sum  of 
such  differences  with  respect  to  all  plan 
participants  shall  constitute  the  plan  as¬ 
set  insufficiency  under  section  4062<b>  <  1 ) 
of  the  Act. 

§  2608.5  Violations. 

It  shall  be  a  violation  of  the  Act  to 
allocate  plan  assets  other  than  as  pre¬ 
scribed  in  section  4044  of  the  Act  and 
this  part,  except  as  may  be  required  un¬ 
der  section  4044(b)  (4)  of  the  Act.  Where 
a  distribution,  transfer  or  allocation  of 
assets  is  made  to  a  participant  in  con¬ 
templation  of  plan  termination,  it  shall 
be  treated  as  an  allocation  of  plan  assets 
upon  termination  of  the  plan. 

§  2608.6  Priority  category  1  bt'iiefitN. 

The  benefits  assigned  to  priority  cate¬ 
gory  1  consist  of  accrued  benefits  of  par¬ 
ticipants  which  are  derived  from  voltm- 
tary  employee  contributions.  The  value 
of  such  benefits  is  the  balance  of  the 
participant’s  account  if  the  plan  main¬ 
tains  a  separate  account  for  voluntary 
contributions  from  a  participant.  If  the 
plan  does  not  maintain  such  a  separate 
account,  the  value  of  such  benefits  is  the 
total  of  the  participant’s  voluntary  con¬ 
tributions,  less  any  withdrawals,  unpaid 
loans,  an(i  the  value  of  any  benefits  de¬ 
rived  frwn  participant’s  voluntary  con¬ 
tributions.  For  the  purposes  of  this  sec¬ 
tion,  if  any  portion  of  a  participant’s 
account  or  investment  in  a  plan  derived 
from  voluntary  contributions  was  used 
to  purchase  or  provide  an  annuity,  or 
portion  of  an  annuity,  or  other  benefit, 
such  annuity,  or  portion  thereof,  or  other 
benefit  shall  be  a  benefit  derived  fnnn 
voluntary  employee  contributions,  and 


shall  be  valued  using  the  valuation  fac¬ 
tors  established  by  the  Pension  Benefit 
Guaranty  Corporation  which  are  appli¬ 
cable  as  of  the  date  of  plan  termination. 

§  2608.7  Priority  category  2  benefitH. 

(a)  General.  The  benefit  in  priority 
category  2  of  each  participant  is  his 
accumulated  mandatory  contributions  as 
of  the  date  of  plan  termination.  The 
accumulated  mandatory  contributions 
and  the  basic  type  and  non-basic  t3rpe 
of  benefit  derived  therefrom  shall  be 
computed  in  accordance  with  paragraphs 

(b)  and  (c)  of  this  section. 

(b)  Plans  subject  to  section  204(c)  of 
the  Act.  The  present  value  of  priority 
category  2  benefits  for  each  participant 
in  a  plan  subject  to  section  204(c)  of  the 
Act  shall  be  computed  as  follows ; 

(1)  Compute  each  participant’s  ac¬ 
cumulated  contributions  as  of  the  date 
of  termination  by — 

(1)  Adding: 

(A)  The  total  of  the  participant’s 
mandatory  contributions  to  the  plan, 
plus 

(B)  Interest,  if  any,  under  the  plan 
to  the  end  of  the  last  plan  year  to  which 
section  204(c)  of  the  Act  does  not  apply, 
and 

(O'  Interest,  if  any,  on  the  sum  of 
the  amounts  determined  under  Para¬ 
graph  (b)  (1)  (A)  and  (B)  of  this  section 
compounded  annually  at  the  rate  of  5 
percent  per  annum,  or  such  other  rate 
as  may  be  established  by  the  Secretary 
of  the  Treasury  imder  section  204(c) 
(2)  (D)  of  the  Act,  from  the  beginning  of 
the  first  plan  year  to  which  section  204(c) 
of  the  Act  applies  to  the  earlier  of  the 
participant’s  retirement  date  or  the  date 
of  plan  termination;  and 

(ii)  Subtracting  from  the  total  of 
paragraphs  (b)  (1)  (i)  (A) ,  (i)  (B)  and 
(i)  (C)  of  this  section: 

(A)  Any  payments  or  distributions 
from  the  plan  to  the  participant  or  to  his 
beneficiary,  excluding  payments  or  dis¬ 
tributions  of  benefits  derived  from  volun¬ 
tary  employee  contributions  and  pay¬ 
ments  or  distributions  on  account  of  dis¬ 
ability  to  the  extent  such  payments  or 
distributions  at  the  time  they  were  made 
exceeded  the  participant’s  accumulated 
contributions;  and 

(B)  Interest  payable  under  paragraphs 
(b)  (1)  (i)  (B)  and  (1)  (i)  (C)  of  this  sec¬ 
tion  on  the  amounts  which  are  described 
in  paragraph  (b)  (1)  (ii)  (A)  of  this  sec¬ 
tion  paid  prior  to  the  participant’s  re¬ 
tirement  date,  calculated  from  the  date 
of  such  payments  until  the  date  of 
termination, 

(2)  Compute  the  value  of  each  partic¬ 
ipant’s  benefits  assignable  to  priority 
category  2  as  follows: 

(i)  For  participants  who  have  not  re¬ 
tired  and  who  have  not  reached  normal 
retirement  age  as  of  the  date  of  plan 
termination — 

(A)  Add  accumulated  employee  con¬ 
tributions  computed  under  paragraph 
(b)  (1)  of  this  section  and  Interest  on 
such  contributions  c(»npoxmded  an¬ 
nually  at  the  rate  of  5  percent  per  anniun 
from  the  date  of  plan  termination  to  the 
date  on  which  the  participant  would  at¬ 
tain  normal  retirement  age. 


(B)  Using  the  Internal  Revenue  Serv¬ 
ice  factors  in  effect  for  such  purposes, 
convert  the  amoimt  determined  under 
paragraph  (b)  (2)  (i)  (A)  of  this  section 
to  the  normal  form  of  the  accrued  bene¬ 
fit  payable  at  normal  retirement  age  un¬ 
der  the  plan  that  is  attributable  to  ac¬ 
cumulated  employee  contributions. 

(C)  Compute  the  value  of  the  bene¬ 
fit  determined  under  paragraph  (b)(2) 
(i)  (B)  of  this  section  using  the  valua¬ 
tion  factors  established  by  the  Pension 
Benefit  Guaranty  Corporation  for  such 
purpose  which  are  applicable  as  of  the 
date  of  plan  termination. 

<D)  'Ihe  value  of  the  basic  type  prior¬ 
ity  category  2  benefit  is  equal  to  the  value 
of  the  benefit  computed  under  paragraph 
(b)(2)(i)(C)  of  this  section.  The  value 
of  the  non-basic  type  priority  category  2 
benefit  is  equal  to  the  difference  between 
the  value  of  accumulated  employee  con¬ 
tributions  computed  accord!^  to  para¬ 
graph  (b)  (1)  of  this  section  and  the  val¬ 
ue  of  the  basic  type  priority  category  2 
benefit  computed  under  this  paragraph, 
which  difference  shall  not  be  less  than 
zero. 

(ii)  For  participants  who  have  retired 
before  the  date  of  plan  termination  or 
have  attained  normal  retirement  age  on 
such  date — 

(A)  Using  the  Internal  Revenue  Serv¬ 
ice  factors  in  effect  for  such  purposes, 
convert  the  accumulated  employee  con-, 
tributions  computed  under  paragraph 
(b)  (1)  of  this  section  to  the  form  of  the 
accrued  benefit  payable  at  the  partici¬ 
pant’s  attained  age. 

(B)  Compute  the  value  of  the  benefit 
determined  in  paragraph  (b)  (2)  (ii)  (A) 
using  the  valuation  factors  established  by 
the  Pension  Benefit  Guaranty  Corpora¬ 
tion  for  such  purpose  which  are  appli¬ 
cable  as  of  the  date  of  plan  termination. 

(C)  The  value  of  the  basic  type  prior¬ 
ity  category  2  benefit  is  equal  to  the  value 
of  the  benefit  computed  under  para¬ 
graph  (b)  (2)  (li)  (B)  of  this  •  section. 
The  value  of  the  non  basic  type  priority 
category  2  benefit  is  equal  to  the  differ¬ 
ence  between  the  value  of  the  accumu¬ 
lated  employee  contributions  ccanputed 
according  to  paragraph  (b)  (1>  of  this 
section  and  the  value  of  the  basic  type 
priority  category  2  benefit  computed  un¬ 
der  this  subparagraph,  which  difference 
shall  not  be  less  than  zero. 

(c)  Plans  not  subject  to  section  204(c) 
of  the  Act.  The  present  value  of  the 
benefits  in  priority  category  2  of  each 
participant  shall  be  computed  as  follows ; 

(1)  Compute  the  accumulated  manda¬ 
tory  contributions,  which  shall  not  be 
less  than  zero,  of  each  employee  as  of 
the  date  of  plan  termination  by  adding 
to  the  amount  computed  under  §  2608.7 
(b)  (1)  (i)  (A)  su(±i  interest  on  employee 
contributions  as  may  be  provided  by  the 
plan,  and  subtracting  any  pasnnents  or 
distributions  from  the  plan  to  the  partic¬ 
ipant  or  his  beneficiary  before  the  date 
of  plan  termination  (excluding  payments 
or  distributions  of  benefits  derived  from 
voluntary  contributions  and  pajunents  or 
distributions  on  account  of  disability  to 
the  extent  that  such  distributions  or  p>ay- 
ments  at  the  time  they  were  made  ex- 
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ceeded  the  participant’s  accumulated 
contributions)  including  interest  on  such 
payments  or  distributions  to  the  earlier 
of  the  date  of  plan  termination  ca*  the 
date  the  participant  retired  computed  at 
the  rate  interest  was  accumulated  cm 
mandatory  employee  contributions. 

(2)  Compute  the  value  of  any  death 
benefits  under  the  plan,  not  payable  as 
a  result  of  death  before  the  date  of  plan 
termination,  which  are  attributable  to 
the  refund  of  employee  ccmtributions  as 
determined  imder  the  plan  in  the 
event  of  the  death  of  the  partici¬ 
pant  prior  to  the  commencement  at 
normal  retirement  age  of  benefit  pay¬ 
ments  imder  the  plan.  The  value  of  such 
benefit  is  to  be  computed  using  the  valu¬ 
ation  factors  established  by  the  Pension 
Benefit  Guaranty  Corporation  applica¬ 
ble  as  of  the  date  of  plan  termination. 

(3)  Determine  the  value  of  the  par¬ 
ticipant’s  accrued  basic  type  benefit 
imder  the  plan  payable  in  the  normal 
form  provided  by  the  plan  for  retirement 
at  the  normal  retirement  age,  and  com¬ 
pute  its  value  using  the  valuation  factors 
established  by  the  Pension  Benefit  Guar¬ 
anty  Corporation  which  are  applicable 
as  of  the  date  of  plan  termination. 

(4)  If  the  difference  between  the 
accumulated  employee  contributions 
computed  under  paragraph  (c)  (1)  of  this 
section  and  the  value  of  the  death  bene¬ 
fits  computed  under  paragraph  (c)  (2) 
of  this  section  is  equal  to  or  greater  than 
the  value  of  the  participant’s  total  ac¬ 
crued  basic  type  benefits  computed  under 
paragraph  (c)  (3)  of  this  section — 

(i)  The  value  of  the  basic  type  priority 
category  2  benefit  is  the  total  value  of 
the  i>articipant’s  accrued  basic  type 
benefit  computed  under  paragraph  (c) 
(3)  of  this  section;  and 

(ii)  The  value  of  the  non-basic  type 
priority  category  2  benefit  is  the  differ¬ 
ence  between  the  value  of  the  employee’s 
accumulated  contributions  computed 
under  r>aragraph  (c)  (1)  of  this  section 
and  the  amount  computed  under  para¬ 
graph  (c)  (3)  of  this  section. 

(5)  If  the  difference  between  the  ac¬ 
cumulated  employee  contributions  com¬ 
puted  under  paragraph  (c)(1)  of  this 
section  and  the  value  of  the  employee 
death  benefits  computed  under  para- 
graidi  (c)  (2)  of  this  section  does  not 
exceed  the  value  of  the  participant’s  ac¬ 
crued  basic  type  benefit  computed  in  ac¬ 
cordance  with  paragraph  (c)  (3)  of  this 
section — 

(i)  The  value  of  the  basic  type  priority 
category  2  benefit  is  the  difference  be¬ 
tween  the  value  of  the  employee  con¬ 
tributions  computed  under  paragraph 
(c)  (1)  of  this  section  and  the  value  of 
the  death  benefits  computed  under  para¬ 
graph  (c)  (2)  of  this  sectl(Hi;  and 

(ii)  The  value  of  the  non-basic  type 
priority  category  2  benefit  is  the  value 
of  the  death  benefits  computed  under 
paragraph  (c)  (2)  of  this  section. 

(d)  Current  "benefits  purchased  with 
employee  contributions.  For  purposes  of 
this  section  that  portion  of  an  employee’s 
contribution  that  is  attributable  to  the 
purchase  of  other  benefits  such  as  life 
Insurance  protection  shall  be  deemed  a 


distribution  to  the  employee.  The  cost 
of  such  other  benefits  for  any  given  year 
shall  be  computed  under  the  rules  of  the 
Internal  Revenue  Service  used  to  com¬ 
pute  such  costs,  and  the  portion  of  the 
employee’s  contribution  -used  to  provide 
such  protection  shall  be  determined  by 
multiplying  such  cost  by  the  percentage 
of  the  insurance  premium  paid  with  the 
employee  contribution. 

§  2608.8  Priority  category  3  benefits. 

(a)  Definition.  Priority  category  3 
benefits  consist  of : 

(1)  Benefits  payable  as  an  annuity 
under  the  terms  of  the  plan  which  have 
been  in  pay  status  for  the  three  year  pe¬ 
riod  ending  on  the  date  of  plan  termina¬ 
tion  at  the  lowest  level  in  pay  status  dur¬ 
ing  such  period;  computed  on  the  basis 
of  the  plan’s  provisions  in  effect  during 
the  5  year  period  ending  on  such  date 
under  which  the  amount  of  such  an¬ 
nuity  would  be  the  least,  valued  in  ac¬ 
cordance  with  paragraph  (b)(1)  of  this 
section;  or 

(2)  Benefits  payable  as  an  annuity  on 
or  after  the  date  of  plan  termination 
calculated  on  the  basis  of  the  ben^ts 
which  would  have  been  payable  in  the 
normal  form  of  payment  under  the  plan 
at  the  beginning  of  the  three  year  period 
ending  on  the  date  of  plan  termination 
with  respect  to  a  participant  who  was 
entitled  to  retire  before  the  beginning  of 
such  period,  computed  on  the  basis  of  the 
plan’s  provisions  in  effect  during  the  five 
year  period  ending  on  the  date  of  plan 
termination  under  which  the  amount  of 
such  annuity  would  be  the  least,  valued 
in  accordance  with  paragraph  (b)  (2)  of 
this  section.  Hie  amount  of  the  annuity 
shall  be  determined  using  the  age,  serv¬ 
ice  and  other  relevant  factors  (including 
reductions  of  the  benefit  for  early  retire¬ 
ment)  for  computing  the  annuity  under 
the  plan  with  respect  to  the  participant 
determined  as  of  the  date  three  years 
before  the  date  of  plan  termination. 

For  example.  A  plan  provides  for  an  early 
retirement  benefit  for  participants  who  are 
55  years  of  age  and  have  20  years  of  service 
which  benefit  is  payable  for  10  years  certain 
and  thereafter  iar  life.  The  amount  of  the 
benefit  is  $10  per  month  for  each  year  of 
service.  If  on  the  date  of  termination,  par¬ 
ticipant  A  is  58  years  old  and  has  25  years 
of  service,  he  could  have  retired  three  years 
years  prior  to  tee  date  of  termination.  Par¬ 
ticipant  A’s  benefit  under  this  subparagraph 
would  be  a  10  year  certain  and  continuous 
annuity  of  $220  per  month  ($10X22  years 
of  service  as  of  three  years  before  the  date  of 
plan  termination).  If  four  years  before  the 
date  of  plan  termination  the  benefit  formula 
had  been  changed  from  $8  per  month  to  $10 
per  month  for  each  year  of  service,  the  bene¬ 
fit  under  this  subparagraph  would  be  $176 
per  month  ($8  X  22  years  of  service) . 

(b)  Valuation.  The  value  of  priority 
category  3  benefits  shall  be  computed 
separately  with  respect  to  each  partici¬ 
pant  as  follows: 

(1)  With  respect  to  annuities  which 
were  in  pay  status  for  the  three  year 
period  ending  on  the  date  of  plan  termi¬ 
nation — 

(1)  First,  determine  the  lowest  an¬ 
nuity  t^lch  was  payable  during  such 
three  year  period  In  accordance  with 


paragraph  (a)(1)  of  this  section;  and 
compute  its  value  using  the  valuation 
factors  established  by  the  Pension  Bene¬ 
fit  Guaranty  C(M*poration  applicable  as 
of  the  date  of  plan  termination. 

(ii)  Second,  determine  that  portion 
of  the  annuity  derived  under  the  preced¬ 
ing  subparagraph  which  is,  or  would  be, 
a  basic  type  benefit,  and  compute  its 
value  using  the  valuation  factors  estab¬ 
lished  by  the  Pension  Benefit  Guaranty 
Corporation  applicable  as  of  the  date  of 
plan  termination. 

'  (iii)  Third,  determine  the  value  of  the 
non-basic  type  benefit  by  subtracting  the 
value  of  the  basic  t3n>e  annuity  deter¬ 
mined  under  paragraph  (b)(1)  (ii)  of 
this  section  from  the  value  of  the  an¬ 
nuity  which  was  in  pay  status  deter¬ 
mined  under  paragraph  (b)  (1)  (i)  of  this 
section:  and 

(iv)  Fourth,  subtract  from  the  value 
of  the  basic  type  benefits  with  respect  to 
the  participant  computed  under  para¬ 
graph  (b)  (1)  (ii)  of  this  section  the  value 
of  the  basic  type  benefits  derived  from 
mandatory  employee  contributions 
with  respect  to  that  participtint  com¬ 
puted  under  85  2608.7(b)  and  2608.7(c), 
whichever  is  appropriate,  to  determine 
the  value,  but  not  less  than  zero,  of  the 
participant’s  basic  tsre  benefits  which 
were  in  pay  status  for  three  years  at¬ 
tributable  to  priority  category  3. 

(2)  With  respect  to  annuities  which 
could  have  been  in  pay  status  for  the 
three  year  period  ending  on  the  date  of 
plan  termination — 

(i)  First,  determine  the  lowest  an¬ 
nuity  which  would  have  been  payable  in 
accordance  with  paragraph  (a)(2)  of 
this  section,  and  compute  its  value  using 
the  valuation  factors  established  by  the 
Pension  Benefit  Guaranty  Corporation 
applicable  as  of  the  date  of  termination ; 

(ii)  Second,  determine  that  portion  of 
the  annuity  derived  under  the  preceding 
subparagraph  which  is,  or  would  be,  a 
basic  tsrpe  benefit,  and  compute  its  value 
using  the  valuation  factors  established 
by  the  Pension  Benefit  Guaranty  Cor¬ 
poration  applicable  as  of  the  date  of 
plan  termination; 

(iii)  Third,  determine  the  value  of  the 
non-basic  type  benefit  to  be  assigned  to 
priority  category  3  by  subtracting  the 
value  of  the  basic  tsre  annuity  deter¬ 
mined  under  paragraph  (b)  (2)  (ii)  of 
this  section  from  the  value  of  the  annuity 
which  could  hlive  been  in  pay  status  de¬ 
termined  under  paragraph  (b)  (2)  (1)  of 
this  section;  and 

(iv)  Fourth,  subtract  from  the  value 
of  the  basic  type  benefits  with  respect  to 
the  participant  computed  under  para¬ 
graph  (b)  (2)  (ii)  of  this  section  the 
value  of  the  basic  tsrpe  benefits  with  re¬ 
spect  to  the  participant  computed  under 
8  2608.7(b)  or  §  2608.7(c),  whichever  is 
appropriate,  to  determine  the  value,  but 
not  less  than  zero,  of  the  participant’s 
basic  type  benefits  which  coidd  have  been 
in  pay  status  to  be  assigned  to  priority 
category  3. 

(c)  Participant’s  benefits  attributable 
to  priority  category  3.  (1)  The  value  of  a 
participant’s  basic  type  benefit  attrlbut- 
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able  to  priority  category  3  shall  be 
either — 

(1)  The  value  of  his  basic  type  benefits 
computed  under  paragraph  (b)  (1)  (Iv) 
of  this  section;  or 

(ii)  The  value  of  his  basic  type  bene¬ 
fits  computed  imder  paragraph  (b)(2) 

(iv)  of  this  section. 

(2)  The  value  of  the  participant’s 
non-basic  type  benefit  attributable  to 
priority  category  3  shall  be  either— 

(i)  The  value  of  the  participant’s  non- 
basic  type  benefit  computed  imder  para¬ 
graph  (b)(1)  (iii)  of  this  section;  or 

(ii)  the  value  of  the  participant’s  non- 
basic  type  benefit  computed  under  para¬ 
graph  (b)  (2)  (iii)  of  this  section. 

(3)  The  value  of  each  participant’s 
benefit  attributable  to  priority  category 
3  is  the  sum  of  values  determined  under 
paragraphs  (c)  (1)  and  (c)  (2)  of  this 
section. 

§  2608.9  Priority  oalrgory  4  b«nefits. 

(a)  Definition.  The  benefits  in  priority 
category  4  consist  of  all  basic  type  bene¬ 
fits  which  do  not  exceed  the  liimtations 
on  the  guarantee  of  benefits  set  forth  in 
sections  4022(b)  (1).  4022(b)  (2).  4022(b) 
(3) .  4022  (b)  (4) ,  4022(b)  (7)  and  4022(b) 
(8)  of  the  Act  as  implemented  by  Part 
2609  of  this  chapter,  other  than  basic 
type  benefits  assigned  to  priority  cate¬ 
gories  2  or  3. 

(b)  Valuation.  The  value  of  the  bene¬ 
fit  of  each  participant  or  beneficiary  who 
receives  a  benefit  attributable  to  priority 
category  4  shall  be  computed  separately 
with  respect  to  each  participant  as  fol¬ 
lows: 

(1)  First,  determine  with  respect  to 
each  participant  the  value  of  all  of  the 
participant’s  basic  type  benefits  that  do 
not  exceed  those  limitations  on  the  guar¬ 
antee  of  benefits  enumerated  in  para¬ 
graph  (a)  of  this  section,  using  the  valu¬ 
ation  factors  established  by  the  Pension 
Benefit  Guaranty  Corporation  applicable 
as  of  the  date  of  plan  termination. 

(2)  Second,  subtract  from  the  value  of 
each  participant’s  benefit  computed  un¬ 
der  paragraph  (b)(1)  of  tlids  section,  the 
value  of  that  participant’s  basic  type 
benefits  assigned  to  priority  category  2 
computed  under  §  2608.7(b)  or  §  2608.7 

(c),  whichever  is  appropriate,  and  the 
value  of  that  participant’s  basic  type 
benefits  assigned  to  priority  category  3 
computed  under  §  2608.8(c)  (1)  to  deter¬ 
mine  the  value,  but  not  less  than  zero,  of 
such  partlciptant’s  benefits  assigned  to 
priority  category  4. 

§  2608.10  Priority  category  3  benefits. 

(a)  Definition.  Priority  category  5 
benefits  consist  of  all  nonforfeitable 
benefits,  exclusive  of  benefits  derived 
from  voluntary  employee  contributions 
assigned  to  priority  category  1,  payable 
with  respect  to  a  participant  in  a  plan, 
valued  in  accordance  with  paragraph 
<b)  of  this  section.  For  purposes  of  this 
paragraph  a  nonforfeitable  benefit  is 
a  benefit  to  which  a  participant  is  en¬ 
titled  imder  S  2605.5  of  this  chapter,  i.e., 
a  benefit  in  pay  status,  a  normal  form 
of  benefit  payable  to  a  participant  at 


normal  retirement  age,  an  optional  form , 
<A  that  benefit  if  elected  by  the  partici¬ 
pant  before  the  date  of  plan  termination, 
or  the  normal  form  of  an  early  retire¬ 
ment  benefit  if  the  participant  had  satis¬ 
fied  the  conditions  required  of  him  under 
the  plan  before  the  date  of  plan  termina¬ 
tion  to  establish  his  right  to  receive  such 
benefit. 

(b)  Valuation.  The  value  of  such  bene¬ 
fits  shall  be  computed  separately  with 
respect  to  each  participant  as  follows: 

(1)  Compute  the  value  of  all  of  a  par¬ 
ticipant’s  nonforfeitable  benefits  under 
the  plan  as  of  the  date  of  plan  termina¬ 
tion  using  the  valuation  factors  estab¬ 
lished  by  the  Pension  Benefit  Guaranty 
Corporation  applicable  as  of  the  date  of 
plan  termination. 

(2)  Subtract  the  sum  of  the  values  of 
the  benefits  assigned  to  priority  categor¬ 
ies  2  through  4  from  the  value  computed 
imder  paragraph  (b)(1)  of  this  section 
to  determine  the  value,  but  not  less  than 
zero,  of  the  benefits  assigned  to  priority 
category  5. 

(3)  If  there  are  plan  assets  available 
to  allocate  to  benefits  in  priority  cate¬ 
gory  5  but  such  assets  are  not  suflacicnt 
to  satisfy  in  full  the  values  of  the  bene¬ 
fits  assigned  to  priority  categories  1 
through  5 — 

(i)  First,  determine  with  respect  to 
each  participant  the  benefits  which 
would  be  payable  and  nonforfeitable  un¬ 
der  the  provisions  of  the  plan  as  in  effect 
at  the  beginning  of  the  5  year  period 
ending  on  the  date  of  plan  termination; 

(ii)  Second,  compute  the  value  of  such 
benefits  using  the  valuation  factors  es¬ 
tablished  by  the  Pension  Benefit  Guar¬ 
anty  Corporation  applicable  as  of  the 
date  of  plan  termination; 

(ill)  Third,  subtract  the  sum  of  the 
values  of  all  benefits  assigned  to  priority 
categories  2,  3,  or  4  from  the  value  com¬ 
puted  under  the  preceding  paragraph. 
This  yields  the  value  of  the  benefits  as¬ 
signed  to  §  2608.4(e)  (2)  for  purposes  of 
allocating  assets. 

(iv)  Fourth,  if  the  assets  allocable  to 
benefits  assigned  to  §  2608.4(e)  (2)  are 
sufBclent  to  satisfy  in  full  all  such  bene¬ 
fits,  determine  the  change  in  the  bene¬ 
fits  payable  and  nonforfeitable  under 
the  plan  with  respect  to  each  participant 
under  the  provisions  of  the  plan  as 
amended  by  the  first  plan  amendment 
which  was  effective  during  the  5  year  pe¬ 
riod  ending  on  the  date  of  plan  termina¬ 
tion; 

(v)  Fifth,  compute  the  value  of  the 
benefit  changes  determined  under  the 
preceding  paragraph  using  the  valuation 
factors  established  by  the  Pension  Bene¬ 
fit  Guaranty  Corporation  applicable  as 
of  the  date  of  plan  termination.  This 
yields  the  value  of  the  benefit  changes 
due  to  the  first  plan  amendmenlr  within 
the  5  year  period  ending  on  the  date  of 
plan  termination;  and 

(vi)  Sixth,  repeat  the  procedure  of 
paragraphs  (a)  (3)(iv)  and  (3)(v)  of 
this  section  until  all  assets  of  the  plsm 
have  been  exhausted  or  the  procedure 
has  been  applied  to  all  plan  amendments 


within  the  5  year  period  ending  on  the 
date  of  plan  termination,  whichever 
occurs  first. 

§  2608.11  Priority  category  6  benefit!;. 

(a)  Definition.  The  benefits  of  priority 
cat^ory  6  consist  of  all  benefits  provided 
by  a  plan,  other  than  benefits  assigned 
to  priority  categories  1  through  5. 

(b)  Valuation.  Hie  value  of  the  bene¬ 
fits  in  this  priority  category  shall  be 
computed  as  follows: 

(1)  First,  determine  all  the  benefits 
provided  by  a  plan,  forfeitable  or  non¬ 
forfeitable,  with  respect  to  a  participant; 
and 

(2)  Second,  determine  the  value,  but 
not  less  than  zero,  of  the  benefits  deter¬ 
mined  under  the  preceding  subpara¬ 
graph  usmg  the  valuation  factors  estab¬ 
lished  by  the  Pension  Benefit  Guaranty 
Corporation  applicable  as  of  the  date  of 
plan  termination  and  subtract  there¬ 
from  the  value  of  the  benefits  with  re¬ 
spect  to  that  participant  in  priority  cate¬ 
gories  1  through  5. 

§  2608.12  Subclasses. 

(a)  General.  A  plan  ma/ establish  one 
or  more  subclasses  (which  do  not  result 
in  discrimination  prohibited  by  the  In¬ 
ternal  Revenue  Code  of  1954,  as 
amended,  and  regulations  thereunder), 
within  any  priority  category  other  than 
priority  categories  one  and  two,  based 
specifically  on  greater  length  of  service, 
older  age  or  on  disability  (or  any  com¬ 
bination  thereof)  of  a  participant.  As¬ 
sets  of  a  plan  allocable  to  a  priority  cat¬ 
egory  may  be  allocated  in  accordance 
with  the  provisions  of  the  subclasses  es¬ 
tablished  by  the  plan  for  that  priority 
category  to  the  extent  that  such  alloca¬ 
tion  does  not  increase  or  decrease  the 
assets  which  otherwise  would  be  allo¬ 
cated  to  the  guaranteed  benefits  in  such 
priority  categories. 

(b)  Exception.  Notwithstanding  the 
provisions  of  paragraph  (a)  of  this  sec¬ 
tion,  a  plan  that  before  September  2, 
1974,  provided  for  allocation  of  plan  as¬ 
sets  to  benefits  upon  termination  of  the 
plan  specifically  on  greater  length  of 
service,  older  age  or  disability  of  a  par¬ 
ticipant  (or  any  combination  thereof), 
may  create  subclasses  (which  do  not  re¬ 
sult  In  discrimination  prohibited  by  the 
Internal  Revenue  Code  of  1954,  as 
amended,  and  regulations  thereunder) 
within  a  priority  category,  other  than 
priority  categories  1  or  2  using  such  prior 
allocation  provisions  as  the  subclasses. 

Issued  at  Washington,  D.C.,  this  22d 
day  of  October  1976. 

W.  J.  USERY,  Jr., 
Chairman,  Board  of  Directors, 
Pension  Benefit  Guaranty 
Corporation. 

Issued  on  the  date  set  forth  above  pur¬ 
suant  to  a  resolution  of  the  Board  of  Di¬ 
rectors  authorizing  its  Chairman  to  issue 
this  Notice  of  Proposed  Rulemaking. 

Henry  Rose, 

Secretary.  Pension  Benefit 
Guaranty  Corporation. 

[FR  Doc.76-31421  Filed  ll-2-76;8:46  am) 
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[29CFR  Part  2610] 

VALUATION  OF  PLAN  BENEFITS 

Supplemental  Notice  of  Proposed 
Ridemaktng 

On  Di^ember  12, 1975,  a  notice  of  pro¬ 
posed  mlraiaklng  was  published  in  the 
Federal  Register,  40  57982  by  the 

Pension  Benefit  Guaranty  Corporation 
(“PBGC”)  which  contained  proposed 
rules  for  valuing  plan  benefits  under  Ti¬ 
tle  IV  of  the  Employee  Retirement  In¬ 
come  Security  Act  of  1974  ("Act”).  A 
number  of  comments  were  received 
which  were  reviewed  and  considered  by 
the  PB(K7  in  promulgating  the  Interim 
Regulation  on  Valuation  of  Plan  Bene¬ 
fits  which  has  been  published  today.  41 
FR  48484. 

The  original  proposal  did  not  specif¬ 
ically  address  the  valuation  of  benefits 
in  plans  that  terminate  after  receiving 
a  Notice  of  SufBclency  from  PBGC; 
therefore,  the  Interim  Regulation  does 
not  apply  to  such  plans.  Notice  is  hereby 
given  that  the  PBGC  proposes  additional 
amendments  to  the  original  proposed 
regulation  to  cover  the  valuation  of  ben¬ 
efits  in  terminating  sufBclent  plans. 

As  more  fully  explained  in  the  the  pre¬ 
amble  to  the  proposed  regulation  on 
Determination  of  Plan  Sufficiency  pub¬ 
lished  today,  41  FR  48504  Title  IV 
of  the  Act  requires  that  participants 
have  the  opportnulty  to  receive  their  an¬ 
nuity  benefits  in  the  annuity  form 
provided  in  the  plan  in  a  manner  which 
assures  the  timely  and  uninterrupted 
pasnnent  of  such  benefits;  and,  there¬ 
fore,  a  terminating  sufficient  plan  is  re¬ 
quired  to  purchase  annuities  from  an 
Insurance  company  for  those  partic¬ 
ipants  with  annuity  benefits  under  the 
plan  who  do  not  elect  to  receive  their 
benefits  in  another  form  provided  by  the 
plan.  Accordingly,  PBGC  proposes  to 
amend  §  2610.3  of  the  proposed  regu¬ 
lation  by  adding  thereto  a  new  para¬ 
graph  (c)  which  provides  that  the  value 
of  a  benefit  to  be  purchased  from  an  in¬ 
surance  carrier  is  to  be  determined  using 
the  rates  incorporated  in  the  annuity 
quotation  of  the  carrier. 

A  number  of  terminating  sufficient 
pension  plans  have  also  requested  guid¬ 
ance  on  the  actuarial  factors  to  be  used  to 
commute  the  value  of  an  annuity  where 
a  participant  elects  to  have  his  benefit 
paid  in  another  form  of  distribution 
provided  in  the  plan.  Proposed  §  2610.3 
(c)  also  addresses  this  problem.  Gener¬ 
ally,  the  actuarial  factors  to  be  used  to 
commute  an  annuity  benefit  will  be  the 
ones  required  to  be  used  imder  the  plan. 
Many  plans,  however,  do  not  have  any 
prescribed  actuarial  factors  as  such,  but 
allow  the  plan  actuary  to  determine  the 
appropriate  factors. 

In  order  to  prevent  the  use  oi  artifi¬ 
cially  high  Interest  or  mortality  rates  to 
reduce  the  commuted  value  of  a  bene¬ 
fit,  proposed  §  2610.3(c)  provides  that 
the  interest  and  mortality  rates  used 
may  not  yield  a  value  for  the  benefit  that 
would  be  less  than  the  value  computed 
mder  PBGC  rates.  Moreover,  to  pre¬ 
vent  extreme  overvaluation  of  the  pre¬ 
sent  value  of  commuted  benefits,  pro¬ 


posed  S  2610.3(c)  pvovldes  that  in  no 
event  may  an  interest  rate  less  than  the 
interest  rate  prescribed  under  S  204(c) 
(2)  (C)  (ill)  of  the  Act,  currently  5  per¬ 
cent,  be  used  to  commute  the  value  of 
an  annuity. 

Adjustment  for  PBGC  Interest  Rates 

As  noted  in  the  preamble  to  the  In¬ 
terim  Valuation  of  the  Plan  Benefits 
Regulation,  the  PBGC  believes  that  the 
interest  rate  asumptions  underlying 
quotaticms  for  the  purchase  of  large 
blocks  of  annuities  frmn  private  insurers 
provide  the  most  reliable  basis  for  esti¬ 
mating  PBGC’s  expected  investment  ex¬ 
perience.  However,  those  quotations  can¬ 
not  be  obtained  on  an  up-to-date  basis, 
and,  therefore,  the  PBGC  interest  rate 
assumptions  have  not  been  established 
until  after  their  effective  dates.  Providing 
quotations  that  form  the  basis  for  deriv¬ 
ing  PBGC’s  interest  rates  requires  con¬ 
siderable  effort  on  the  part  of  private  in¬ 
surers,  and,  thus,  it  is  impractical  to  ob¬ 
tain  quotes  on  a  frequent  basis.  The 
PBGC  recognizes  the  need  for  its  interest 
rate  assumption  to  be  cmrent  so  that  it 
may  be  relied  upon  by  plan  administra¬ 
tors  and  so  that  cases  may  be  processed 
more  expeditiously.  Consequently,  the 
PBGC  is  seeking  to  develop  a  method  for 
keeping  PBGC  rates  more  current,  or  if 
possible,  prospective.  Cwnments  and 
suggestions  as  to  methods  for  doing  so 
are  invited. 

Interested  persons  may  submit  written 
comments  on  this  proposal  to  the  Office 
of  the  General  Counsel,  Pension  Benefit 
Guaranty  CorporatlMi,  Suite  7200,  2020 
K  Street,  NW.,  Washington,  D.C.  20006. 
Each  person  submitting  CMnments  should 
include  his/her  name  and  address,  iden¬ 
tify  this  notice  and  give  reasons  for  any 
recommendation.  Comments  should  be 
submitted  on  or  before  December  3, 
1976.  Copies  of  written  comments  will  be 
available  for  exfunination  by  interested 
persons  in  the  Office  of  Commimications, 
Suite  7100,  2020  K  Street,  NW.,  between 
the  hours  of  9:00  am.  and  4:00  p.m.  The 
proposal  may  be  changed  in  the  light  of 
comments  received. 

In  consideration  of  the  foregoing,  it  is 
proposed  to  revise  Part  2610  of  (Chapter 
XXVI  of  Title  29,  Code  of  Federal  Regu¬ 
lations  to  read  as  follows:  ' 

PART  2610— VALUATION  OF  PLAN 
BENEFITS 

Sec. 

2610.1  Piirpose  and  scope. 

2610.2  D^nltlons. 

2610.3  Methods  of  computation. 

2610.4  Construction  of  a  m<»1;allty  table. 

2610.5  Valuation  erf  Immediate  annuitiea 

2610.6  Valuation  of  deferred  annuities. 

2610.7  Valuation  of  early  retirement  bene¬ 

fits. 

2610.8  Valuation  of  death  benefits. 

2610.9  Valuation  of  refund  annuities. 

2610.10  Valuation  of  other  benefits. 
Appendix 

A  Mortality  values. 

B  Interest  rates  and  quantities  used 

to  value  deferred  annuities. 

C  Illustrative  benefit  valuation  re¬ 

sults. 

Authoritt:  Secs.  4002(b)(3),  4041(b), 
4044,  4062(b)  (1)  (A),  Pub.  L.  03-406,  88  Stat. 
1004,  1020,  1025-27,  1029  (29  UB.C.  1302(b) 
(3),  1341(b),  1344,  1362(b)(1)(A)). 


§  2610.1  Purpose  and  scope. 

(a)  The  purpose  of  this  part  is  to 
establish  the  method  of  computing  the 
actuarial  value  of  the  liabilities  of  a 
pension  plan  with  respect  to  benefits  pay¬ 
able  on  or  after  the  date  of  plan  termina¬ 
tion  to  participants  or  beneficiaries. 

(b)  This  part  applies  to  all  plans  cov¬ 
ered  under  Title  IV  of  the  Employee  Re¬ 
tirement  Income  Security  Act  of  1974 
that  terminate  after  June  30,  1974. 

§  2610.2  Definitions.  * 

For  the  purposes  of  this  part  (unless 
otherwise  reqi^ed  by  the  context) : 

(a)  Words  and  phrases.  “Act”  means 
the  Employee  Retirement  Income  Secu¬ 
rity  Act  of  1974  (88  Stat.  829  et  seq.). 

“Annuity”  means  a  series  of  periodic 
payments  to  a  plan  participant  or  sur¬ 
viving  beneficiary  for  a  fixed  or  con¬ 
tingent  period. 

“Age”  means  the  “insurance  age”  or 
“age  at  nearest  birthday,”  which  Is  ob¬ 
tained  by  rounding  to  the  nearest  whole 
year  an  individual’s  exact  age.  Hall  years 
are  rounded  to  the  next  highest  year. 

“Cash  refund  annuity”  means  an  an¬ 
nuity  imder  which  if  the  participant  dies 
prior  to  the  time  when  he  has  received 
annuity  payments  equal  to  a  predeter¬ 
mined  amount,  then  the  balance  is  paid 
as  a  lump-sum  death  benefit. 

“Cfiosed  group”  means  a  hypothetical 
number  of  people  whose  number  is  de¬ 
creased  only  by  their  hypothetical  death, 
and  is  never  increased. 

“Death  benefit”  means  a  payment 
made  as  a  lump-sum  as  a  result  of  the 
death  of  a  participant  (or  beneficiary) . 

“Deferment  period”  means  the  period 
between  the  age  of  a  ptu'ticipant  as  of 
the  date  of  plan  termination  and  the  age 
at  which  benefit  payments  begin. 

“Deferred  annuity”  means  an  annuity 
under  which  the  specified  date  or  age 
upon  which  payments  are  to  commerce 
occurs  subsequent  to  the  date  benefits 
are  being  valued. 

“Elarly  retirement  benefit”  means  a 
benefit  payable  in  lieu  of  the  benefit  pay¬ 
able  upon  normal  retirement  under  the 
terms  of  the  plan,  which  benefit  may  be 
elected  upon  retirement  occurring  before 
the  date  that  the  participant  attains  his 
normal  retirement  age  under  the  terms  of 
the  plan. 

“Immediate  annuity”  means  an  an¬ 
nuity  which  is  not  a  deferred  annuity. 

“Installment  refund  annuity”  means 
an  annuity  under  which  if  the  partici¬ 
pant  dies  prior  to  the  time  he  has  re¬ 
ceived  annuity  payments  equal  to  a  pre¬ 
determined  amount,  then  the  balance  is 
paid  as  a  death  benefit  in  periodic  in¬ 
stallments  each  (except  in  some  cases  the 
last)  equal  in  amount  to  the  participant’s 
annuity  payments. 

“Normal  retirement  age”  means  the 
age  specified  in  the  plan  as  the  normal 
retirement  age,  which  age  with  respect 
to  each  participant  cannot  exceed  the 
later  of  age  65  or  the  age  attained  after 
10  years  of  participation  in  the  plan  or, 
if  no  normal  retirement  age  is  specified 
in  the  plan,  age  65. 

“|PBGC”  means  the  Pension  Benefit 
Guaranty  Corporation. 

“Title  TV”  means  Title  TV  of  the  Act. 
(b)  Mathematical  symbols  and  terms. 
“Fundamental  symbols.”  The  following 
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fundamental  symbols  arc  representa¬ 
tions  of  the  basic  actuarial  concept* 
utilized  in  computlner  the  present  value 
of  a  benefit: 

»  npratcau  th*  aga  ot  •  participant. 

^  tepresenta  th*  probablUty  that  an  InUTUtant 
«*osn  praaaat  ag*  la  x  vUl  not  suxtIt* 
to  attain  ngo  xH. 

fn  topraaanta  tha  axpeetsS  ninibar  of  peoploi  uttMa 

a  cloa«<  group,  «ba  aoxvlvo  to  attain  ago  x. 

/ 

I*  ropraianU  tha  first  ago  for  xhlehXx  ■C. 

•Inca  tha  Talnaa  of  ,  ara  carried  to  four 
declaal  plaeas,  la  tha  first  ago  for  «bleltjf|l 
la  less  than  .OOOOS, 

1  represents  an  affective  annual  Interest  rata, 
a  represents  tha  present  value  of  an  annuity 
of  one  dollar  per  annex. 

A  rapresanta  the  present  value  of  a  death 
benefit  tdkleh  provides  for  tha  payaent  of  ooa 
dollar  at  tha  end  of  the  year  of  death. 

M  rapresanta  the  present  value  of  a  death 
benefit  vhlch  provides  for  paynents  of 
xalfor^y  decreasing  aaounts  over  a  specified 
period  of  tlsn  with  no  payment  If  death 
occurs  after  tha  esplraUoa  of  such  period. 

•  represents  tha  nuaber  of  tlstts  per  year  annuity 
payxents  ara  aada.  It  also  represents  tha  nuabar 
of  times  per  year  the  amount  of  a  death 
benefit  decreases. 

b|  Is  a  symbol  for  a  period  of  tine  consisting 
of  a  years. 

“Commutation  symbols.”  The  follow¬ 
ing  commutation  'symbols  are  repre¬ 
sentations  of  actuarial  computations  in  a 
condensed  form  and  are  used  to  facili¬ 
tate  expression  of  actuarial  equations: 

V  Is  c(pisl  to  the  present  value  of  one  . 

dollar  payable  one  year  from  today,  and  Is 
computed  by  the  equation  v-  . 

4^  Is  equal  to  the  expected  number  of  persona 
frox  a  closed  group  alive  at  age  x,  ,  uhx 
do  not  attain  the  age  of  x+l,  and  Is  computed 
by  Uia  aq^tlon  for  the  purposes 

Of  this  part.  It  shall  be  rounded  to  four 
deelxal  placet. 

ta  equal  to  the  expected  nusber  of  people  out 
of  a  eloaad  group  allva  at  aga  xi-l,  and  la 
eonputed  by  tha  equation  • 

•jj  la  equal  to  the  quantity  . 

1^  la  equal  to  the  sux  of  all  D^'a  for  all  agas 
y  equal  to  and  greater  than  x,  to  tba  last 
aga  vhaa  a  persox  is  allva  la  a  closed  group, 
and  la  eoanuted  by  tha  equation 

“a  -  V^ael  . 

la  a  xodlflcatloa  of  used  la  situations 
uharo  aaaulty  payxanta  ara  xada  ta  equal 
axeunta  x  tlxes  per  year,  cad  la  eonputed  by 
tha  equation  • 

^  ta  equal  ta  tha  quantity 


1^  Is  a^Hl  ta  the  axi  of  all  for  all  ages 
f  aquaX  to  aad  greater  than  x,  to  tha 
last  age  vhex  a  paraox  la  allva  la  a  closed 
iriag,  and  la  competed  by 
tha  aquation  *•*  '*^1* 


payxents  continue  during  tha  existence  of 
Stther.  For  exsxpla,  represents  tba 
praaeat  valua  of  a  benefit  payable  Imaedlatcly 
span  death,  and  represents  the  present 

value  of  an  annuity  payable  until  the  later 


of  the  end  ot  s  life  age  x  or  the  passage  of  / 
n  years.  ; 

11s  a  notation  vhlch.  When  placed  over  a 
ayabol  la  a  suffixed  subscript  ladlcatlag  tha 
status  of  a  life  or  a  period  ot  tlaa,  Indlcstaa 


§  2610.4  Construction  of  a  mortality 
table. 

(a)  The  number  of  persons  in  a  closed 
group  alive  at  age  x  shall  be  determined 
by  constructing  a  mortality  table  by  ap- 


1^  ta  aqasl  ta  tha  sun  of  all  N^'s  fOr  all  ages 
y  aqual  to  aad  greatar  than  x,  to  the  last 
aga  vhea  a  person  la  allvx  ta  a  closed 
group,  and  la  computed  by  tha  equation 

la  a  xodlflcatloa  of  used  la  situations 
xhexo  death  benefits  ara  payable  npex  death 
(not  at  the  aad  of  tha  year  of  death)  ,  and 
Is  coafputed  by  the  equation 

Is  a  nodlflcatlon  of  used  la  situations 
Vhere  death  benefits  asa  payable  upon  death, 

(not  at  tha  and  of  the  year  of  death) ,  and 
Is  computed  by  tha  equation  i^-U+j))^. 

1^  la  a  modification  of  Soused  In  situations 
vhere  death  benefits  arc  payable  upon  death 
(not  at  the  end  of  the  year  of  daatiO  ,  and 
is  computed  by  tba  equation  ^-(1^)^. 
is  a  counterpart  to  D^,  used  la  situations  where 
tha  atattts  of  another  life  Halts  aaaulty 
payments,  and  for  the  purposes  uf  this  part, 
shall  be  computed  by  the  equation 

la  equal  to  the  sux  of  all  's  for  all 
pairs  of  agaa  of  the  fora  w-x>t,  s«yet, 
vhere  t  la  a  non-negative  Integer,  and 
la  computed  by  Ots  equation 
•'xy  “  ®xy  **a+liy+l*®xt2,iy+l  *  ”*  * 

is  a  Bodlficatlon  of  used  la  situations 

xy  a 

vhere  annuity  payments  ara  made  la  equal 

amounts  a  times  per  year,  and  Is  computed  by 

the  equation  xl*’  ■»„  -  • 

xy  sr  *7 

(c)  Actuarial  notation.  Hie  following 
section  contains  actuarial  notations  used 
in  this  part: 

••  Is  a  notation  which,  when  placed  over  a  ^ 
■ynbol  representing  the  value  of  an  annuity. 
Indicates  that  payments  are  to  bm  aada  at 
tho  beginning  of  the  payment  P'-tlod,  for 
example 

J  la  a  notation  which  separates  two  symbols  la 
X  suffixed  subscript  representing  the  status 
of  two  periods  of  life  or  time,  when  two  sucli 
periods  ara  utilized  la  the  context  of  aa 
actuarial  symbol.  For  »ampla  Indicates 

tliat  the  annuity  Is  payable  until  the  expira¬ 
tion  ot  a  life  aged  x,  or  a  ten  certain  of 
a  years,  whichever  Is  earlier. 

-  Is  a  notation  which,  when  placed  over  a 
symbol  indicating  tha  value  of  a  dentil 
benefit,  IMleates  that  the  benefit  la  " 
payable  iaaedlately  upon  death.  Mhed 
placed  ever  two  syabols  la  a  suffixed 
•nbserlpt  representing  the  status  of  a  life 
wr  a  period  of  time  It  Indicates  tliat  benefit 


that  expiration  of  such  life  or  period  of 
time  causes  payments  to  coeaience,  if  sucli 
expiration  occurs  before  expiration  of  tlia 
other  period  represented  in  the  subscript, 
for  example  A  x;nl .  If  the  notation  1  vem 
not  used.  It  would  indicate  that  payments 
commence  upon  the  first  expiration  of  either 
period  represented  la  the  suffixed  subscript. 

§  2610.3  Methods  of  computation. 

(a)  The  value  of  a  benefit  payable  to 
each  participant  under  a  plan  shall  be 
determined  by  applying  the  equation 
contained  In  this  part  for  valuing  bene¬ 
fits  of  that  type,  or  on  the  basis  of  any 
other  equation  which  the  Plan  admini¬ 
strator  demonstrates  has  a  consistent  re¬ 
lationship  to  the  equation  whose  use  Is 
prescribed  by  this  part. 

(b)  For  annuities  payable  for  periods 
of  duration  which  ai«  not  a  whole  num¬ 
ber  of  years,  a  linear  interpolation  meth¬ 
od  shall  be  used,  that  is.  the  annuity 
shall  have  a  value  which  is  between  the 
values  of  the  two  annuities  with  yearly 
periods  which  are  closest  to  the  annuity 
being  valued,  which  value  is  computed  as 
follows:  Add  to  the  annuity  value  for  the 
lesser  period  of  time  an  amount  equal  to 
the  difference  between  the  value  of  the 
two  closest  annuity  values,  multiplied  by 
a  fiu,ction,  the  numerator  of  which  Is  the 
number  of  periods  that  the  annuity  being 
valued  is  in  effect  beyond  the  period  of 
the  lesser  annuity,  and  the  denominator 
of  which  is  m,  where  m  represents  the 
munber  of  equal  periods  during  a  year 
between  annuity  payments. 

(c)  Notwithstanding  any  other  provi¬ 
sion  of  this  pait,  this  paragraph  applies 
to  the  computation  of  the  ^ue  of  a 
benefit  for  purposes  of  5§  2615.5(d)  and 
2615.6(b)  of  this  chapter.  The  value  of  a 
benefit  to  be  purchased  by  a  plan  from 
an  insurance  carrier  shall  be  the  cost  to 
the  plan  of  purchasing  such  benefit  from 
the  insurance  carrier.  If  a  participant 
has  elected,  pursuant  to  the  terms  of  the 
plan,  to  receive  his  or  her  annuity  bene¬ 
fit  in  a  form  requiring  the  computation 
of  its  present  v^ue,  such  present  value 
shall  be  computed  as  of  the  date  of  plan 
termination  using  the  Interest  and  mor¬ 
tality  rates  prescribed  by  the  plan,  or  If 
no  such  rates  are  prescribed.  Interest  and 
mortality  rates  determined  by  the  plan’s 
actuary  to  be  appropriate.  In  no  event 
shall  the  Interest  and  mortality  rates 
used  yield  a  present  value  for  the  bene¬ 
fit  that  would  be  less  than  the  present 
value  that  would  be  obtained  by  using 
the  applicable  Interest  rate  and  mortality 
assumptions  prescribed  In  the  remainder 
of  this  part,  nor  shall  the  interest^  rate 
be  less  than  the  Interest  rate  prescribed 
under  section  204(c)  (2)  (C)  (ill)  of  the 
Act. 
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plying  mortality  rates,  q,’s,  to  a  group 
of  10,000  lives,  using  the  following  pro¬ 
cedure: 

(1)  1C, 000 

!2)  Corputa  froa  Ihe  equation  • 

t'  ■  1  :tin9  fro«  tl.a  equation  • 

(3)  Cor..puta  ^j^jfroa  the  equation 
c  j.-tinq  djj  Iron  the  equation 

(O  Tills  process  Is  continued  until  tte  first 

s  vhon  thit  is,  until  the  ego  Is  reached 

vhen  no  pcisoan  vill  te  alive. wiU  eq»jal  rcro  for 
i-'-l  ages  egual  to  and  beyond  w, 

cb)  A  separate  mortality  table  shall  be 
constructed  for  each  class  of  participants 
described  in  paragraph  (c)  of  this  sec¬ 
tion,  that  has  a  member  with  benefits 
under  the  plan. 

(c)  the  following  mortality  rates,  q, 
.shall  be  utilized  to  compute  the  mortality 
tables: 

(1)  For  healthy  male  participants,  the 
rates  in  Appendix  A,  Table  I,  In  effect 
on  the  date  of  termination. 

(2)  For  healthy  female  participants, 
the  rates  in  Appendix  A,  Table  II,  in  ef¬ 
fect  on  the  date  of  termination. 

(3)  For  male  participants  who  are  re¬ 
ceiving  disability  payments  pursuant  to 
the  provisions  of  the  plan  but  are  not 
also  receiving  Social  Security  disability 
benefits  or  who  have  not  been  found  to 
be  ^igible  for  such  benefits,  the  rates 
in  Appendix  A,  Table  m,  in  effect  on  the 
date  of  termination. 

(4)  For  female  participants  who  are 
receiving  disability  payments  piusuant  to 
the  provisions  of  ^e  plan  but  are  not 
also  receiving  Social  Seciurity  disability 
benefits  or  who  have  not  been  found  to  be 
eligible  for  such  benefits,  the  rates  In 
Appendix  A,  Table  IV,  in  effect  on  the 
date  of  termination. 

(5)  For  disabled  male  participants  re¬ 
ceiving  Social  Security  disability  bene¬ 
fits  or  who  have  been  found  to  be  eligible 
for  such  benefits,  the  rates  In  Appendix 
A,  Table  V,  in  effect  on  the  date  of  ter¬ 
mination. 

(6)  For  disabled  female  participants 
receiving  Social  Security  disability  bene¬ 
fits  or  who  have  been  found  to  be  eligible 
for  such  benefits,  the  rates  in  Appendix 
A,  Table  VI,  in  effect  on  the  date  of 
termination. 

§  2610.5  Viiluatiun  of  inimetliale  annui¬ 
ties. 


(2)  Life  annuity  payable  periodically. 
If  a  series  of  payments  payable  only  If 
the  partich>ant  is  alive  are  made  at  equal 
intervals  oi  time,  In  equal  amounts,  a 
specified  number  of  tin^  per  year,  at 
the  beginning  of  each  interval,  the  value 
of  the  annuity  shall  be  computed  by  us¬ 
ing  the  following  actuarial  equation: 


(3)  Annuity  certain  payable  annually. 
If  a  series  of  payments  payable  for  a 
fixed  period  of  time  are  made  annually,  at 
the  beginning  of  Uia  year,  the  value  of 
the  annuity  shall  be  cesnputed  by  using 
the  following  actuarial  equation: 


(4)  Annuity  certain  payable  periodi¬ 
cally.  If  a  series  of  payments  payable  for 
a  fixed  period  of  time  are  made  at  equal 
intervals  of  time,  a  specified  number  of 
time  per  year,  at  the  beginning  of  each 
interval,  the  value  of  the  annuity  shall 
be  computed  by  using  the  following  actu¬ 
arial  equation;  _ 


1.^ 


(5)  Annuity  certain  and  co7itinuous.  If 
payments  are  made  at  equal  Intervals  of 
time,  a  specified  number  of  times  per 
year  at  the  beginning  of  each  interval, 
and  pasunents  cease  upon  the  happening 
of  the  later  of  (i)  the  death  of  the  par¬ 
ticipant,  or  (ii)  the  passage  of  a  specified 
period  of  time,  such  an  annuity  shall  be 
valued  using  the  following  actuarial 
equation: 


(6)  Temporary  life  annuity.  If  pay¬ 
ments  are  made  at  equal  intervals  of 
time,  a  specified  number  of  times  per 
year  at  the  beginning  of  each  interval, 
and  pajrments  cease  upon  the  happening 
of  the  earlier  of  (i)  the  death  of  the  par¬ 
ticipant,  or  (ii)  the  passage  of  a  specified 
period  of  time,  such  an  annuity  shall  be 
valued  using  the  following  actuarial 
equation: 


(a)  For  the  purposes  of  this  section  the 
applicable  interest  rate,  1,  contained  in 
Appendix  B,  Table  I,  in  effect  on  the  date 
of  termination  shall  be  utilized. 

(b)  The  value  of  an  immediate  annuity 
.shall  be  determined  in  accordance  with 
the  provisions  of  paragraphs  (b)(1) -(9) 
of  this  section,  as  appropriate. 

(1)  Life  annuity  payable  annually.  If  a 
series  of  payments  payable  only  if  the 
participant  is  alive  are  made  annually 
at  the  beginning  of  the  year,  the  value 
of  the  annuity  shall  be  computed  by  us¬ 
ing  the  following  actuarial  equation: 


(7)  Joint  annuity.  If  payments  payable 
with  respect  to  more  than  one  person 
are  made  to  both  persons  only  as  long  as 
both  the  participant  and  the  beneficiary 
are  alive,  such  an  annuity  shall  be  valued 
by  using  the  following  actuarial  equa¬ 
tion: 


(8)  Joint  and  survivor  annuity  {joint 
basis) .  If  payments  payable  with  respect 
to  more  t^n  one  person  are  payable  as 
long  as  both  the  participant  (age  x)  and 
beneficiary  (age  y)  are  alive,  and  U 
either  dies,  payments  continue  imtil  the 
death  of  the  second  person  at  a  reduced 


amount  provided  in  the  plan  t  repre¬ 
sented  by  the  symbol  “p”) ,  such  an  an¬ 
nuity  shall  be  valued  using  the  following 
Actuarial  expression: 

>(  +  (i-ip)  5.W 

(9)  Joint  and  survivor  annuity  {con¬ 
tingent  basis).  If  benefit  payments  are 
payable  to  the  participant  (age  x)  as 
long  as  the  participant  survives,  and  pay¬ 
able  upon  the  participant’s  death  in  a 
reduced  amount  provided  in  the  plan 
(represented  by  the  symbol  “p”)  to  a 
named  beneficiary  (age  y)  for  the  bene¬ 
ficiary’s  lifetime,  such  an  annuity  shall 
be  valued  using  the  following  actuarial 
expression : 

«<»)  + 

*  /  Jv 

§  2610.6  Vuliialion  of  deferred  annui¬ 
ties. 

(a)  Definitions.  For  the  purposes  of 
this  section: 

(1)  “x”  represents  the  present  age  of 
the  participant. 

(2)  “y”  represents  the  age  at  which 
annuity  payments  begin. 

(3)  n=y— X. 

(4)  “Gy”  represents  the  value  of  the 
annuity  on  the  date  payments  begin. 

(5)  R(x,  y)  represents  a  factor  used  to 
adjust  the  value  of  Gy  for  anticipated 
mortality  experience  and  interest  experi¬ 
ence,  dtuing  the  period  of  deferment, 
age  X  to  age  y,  taking  into  accost  the 
fact  that  investment  opportunities  may 
change  during  the  period  of  deferment. 
It  shall  be  computed  in  accordance  with 
paragraph  (b)  of  this  section. 

(•)  *%”,  “k-”,  “ka”,  “ni”,  and  “n.” 
represent  quantities  to  be  utilized  to  com¬ 
pute  the  quantity  R(x,  y)  pursuant  to 
paragraph  (b)  of  this  section.  The  values 
for  “k,",  “k,”,  “ka”,  “m”,  and  “n,”  con¬ 
tained  in  the  Appendix  B,  Table  ni,  in 
effect  on  the  date  of  termination  shall 
be  utilized. 

(b)  TTie  value  of  Rfx.  y)  shall  be  com¬ 
puted  as  follows: 

(1)  It  n  Is  less  tt.'.n  or  equsl.  u  r. 

then  , 

(2)  If  n  is  gi'Citcc  than  sr.d 

er  equal  to  Hj+Bj  (n^<Bfn^+nj) , 

t  h>'n  R  (x ,  y)  k  j^®**!*  ^ 

(31  It  n  is  gcoatur  thin 

then,  R(x,y)^^l^l  k**  kj" 

(c)  The  present'  value  of  a  deferred 
annuity  as  of  a  participant’s  present  age, 
“x,"  shall  be  computed  by  multiplying 
the  present  value  of  the  annuity  on  the 
date  payments  begin  by  the  appropriate 
adjustment  factor  for  changes  In  the  ex¬ 
pected  rate  of  Interest  and  mortality  ex¬ 
perience  during  the  period  of  deferment. 
Tills  results  in  Q,  which  is  the  value  of 
the  deferred  annuity  and  is  r^resented 
by  the  equation  Oi=R(x,  y)  O,. 
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§  2610.7  Equations  for  valuatkm  of 
early  retirement  benefits. 

(a)  Definitions,  For  the  purposes  of 
this  section: 

(1)  “z”  represents  the  normal  retire¬ 
ment  age  under  the  terms  of  the  plan. 

(2)  “x”  represents  the  present  age  of  a 
plan  participant  who  is  eligible  to  retire 
and  re6eive  barly  retirement  benefits 
imder  the  terms  of  the  plan. 

(3)  “w”  represents  the  first  age  at, 
which  a  participant  whose  age  is“x” 
could  elect,  now  or  in  the  future,  to  retire 
and  receive  early  retirement  benefits 
under  the  terms  of  the  plan. 

(4)  “y”  represents  some  age  between 
“w”  and  “z",  inclxisive,  at  which  a  par¬ 
ticipant  could  elect  to  retire  and  receive 
early  retirement  benefits  under  the 
terms  of  the  plan. 

(5)  “ty”  represents  the  probability 
that  a  participant  whose  age  is  “y”  will 
elect  to  retire  immediately.  Such  retire¬ 
ment  shall  be  assumed  to  occur  immedi¬ 
ately  upon  attainment  of  age  “y”.  The 
probability  utilized  shall  be  determined 
by  the  PBGC  based  on  the  provisions  of 
the  plan  and  the  circumstances  of  the 
case. 

(b)  She  value  of  on  eacly  retirement  benefit  for  a 
foctlclfoat  vboM  current  ago''^'S  *x*,  is  e^uoL  to  the  value  oC 
the  benefit  payihU  et  Uc  expected  retlreMut  eje  x,  romputod 
tx  eccordoace  with  pert  2(10. S  of  thl*  leetloa  If  x  aijUala  X, 
M  la  accordance  with  part  2(10.  (  If  x  la  greeter  than  X.  thp 
expected  retlreaeat  ege  x  le  coeputed  aa  foUowaa 

(II  Pec  each  age  betweea  V  eed  •a*  let 
denoU  the  porebebllity  that  a  portielpeat  uboea  age  la  V 
will  elect  te  retire  at  that  age  pcobobllltir 


(2)  Death  benefit  in  the  form  of  term 
insurance.  If  a  death  benefit  is  payable 
when  death  occurs  if  death  occurs 
within  the  period  covered  by  the  insur¬ 
ance,  such  benefit  shall  be  valued  by  us¬ 
ing  the  following  actuarial  equation: 


(3)  Death  benefit  in  the  form  of  de¬ 
creasing  term  insurance.  (1)  If  a  death 
I  benefit  in  an  initial  amount  of  n  is  pay¬ 
able  when  death  ocems  if  death  occurs 
within  the  period  covered  by  the  insur¬ 
ance,  and  the  amount  of  the  death  bene¬ 
fit  decreases  by  one  each  year,  such  bene¬ 
fit  shall  be  valued  using  the  following 
actuarial  equation: 


(cS). 


(ii)  If  a  death  benefit  in  an  initial 
amount  of  n  is  payable  when  death  oc¬ 
curs  if  death  occiu*s  within  the  period 
covered  by  the  Insurance,  and  the  amount 
of  the  death  benefit  decreases  by  l/m, 
m  times  each  year,  such  a  benefit  shall 
be  valued  using  the  following  actuarial 
equation: 


Xt^ 


*  »X4.41  -  -  ^.4.) 


§  2610.9  Valuation  of  refund  annuities. 
» 

(a)  The  value  of  a  cash  refund  an¬ 
nuity  shall  be  computed  by  adding  the 
values  derived  from  >  the  equations  in 
§  2610.5(b)(2)  and  2610.8(b)  (3)  (ii). 

(b)  The  value  of  an  installment  re¬ 
fund  annuity  shall  be  computed  by  using 
the  equation  in  §  2610.5(b)  (5). 

§  2610.10  Equations  for  valuation  of 
other  benefits. 

Benefits  which  value  cannot  be  ob¬ 
tained  by  application  of  the  equations 
contained  in  this  part  shall  be  computed 
using  the  method  to  be  determined  by 
the  PBGC. 

This  regulation  is  effective  on  October 
29,  1976. 

Issued  in  Washington,  D.C.,  on  this 
22d  day  of  October  1976. 

Issued  on  the  date  set  forth  above, 
pursuant  to  a  resolution  of  the  Board  of 
Directors  ai^iroving  this  regulation  and 
authorizing  its  Cfiiairman  to  issue  same. 

W.  J.  USERY, 

Chairman,  Board  of  Directors, 
Pension  Benefit  Guaranty 
Corporation. 

Henry  Rose, 

Secretary,  Pension  Benefit 
Guaranty  Corporation. 


APPENDIX  A  -  MORTAMTY  RATES 

Tha  following  mortality  rates  are  effective  for  plans  which  terminate  on 
or  after  September  2,  1974 t 


li  eospatol  at  foUovi. 

(1)  2£  r  tgnolt  X,  ^ 

(U)  ItflM  Bort  tboa  x, 

•••• 

12)  X  -  wy,  ♦  (v«)  V.U  a*;  . 

Xa  obtoinlag  t)w  tga  x,  tht  reivUt  It  ta  bt  ooapatta 
la  vholt  yeort  by  Igoorlag  any  fractional  oaountt  tzem  tba 
abovt  egoatloa. 

§  2610.8  Valuation  of  death  benefits. 

(a)  For  the  purposes  of  this  section 
the  interest  rate,  i,  contained  in  Appendix 
B,  Table  II,  in  effect  on  the  date  of  ter¬ 
mination  shall  be  utilized. 

(b)  The  value  of  a  death  benefit  shall 
be  determined  as  follows: 

(1)  Death  benefit  in  the  form  of  whole 
life  insurance.  If  a  death  l^nefit  is  pay¬ 
able  at  death,  whenever  death  occurs, 
such  benefit  shall  be  valued  by  using  the 
following  actuarial  equation: 


TASIS  1  — 

MORTALITY  RATES  POR 

HEALTHY 

MALE  PARTICIPANTS 

13S. 

Age 

has. 

“  .IJL- 

11 

0.000000 

36 

0.001643 

61 

0.017010 

86 

0.143179 

12 

0.000000 

37 

0.001792 

62 

0.018685 

87 

0.155147 

13 

0.000000 

33 

0.001948 

63 

0.020517 

83 

0.163203 

14 

0.000000 

39 

0.002125 

64 

0.022562 

89 

0.182461 

15 

0.001437 

40 

0.002327 

65 

0.024847 

90 

0.198030 

16 

0.001414 

<1 

0.002356 

66 

0.027232 

91 

0.215035 

17 

0.001385 

42 

0.002818 

67 

0.029634 

92 

0.232983 

18 

0.001351 

43 

0.003095 

68 

0.032073 

93 

0.252545 

19 

0.001311 

44 

0.003410 

69 

0.034743 

94 

0.273378 

20 

0.001267 

45 

0.003769 

70 

0.037667 

95 

0.297152 

21 

0.001219 

46 

0.004180 

71 

0.040871 

95 

0.322353 

22 

0.001167 

47 

0.004635 

72 

0.044504 

97 

0.349505 

23 

0.001149 

48 

0.005103 

73 

0.048504 

93 

0.378865 

24 

0.001129 

49 

0.005616 

74 

0.052913 

99 

0.410875 

25 

0.001107 

50 

0.006196 

75 

0.057775 

'  100 

0.445768 

26 

0.001003 

SI 

0.006853 

76 

0.063142 

101 

0.433830 

27 

0.001058 

52 

0.007543 

77 

0.06S628 

102 

0.524301 

28 

0.001083 

53 

0.008278 

78 

0.074648 

103 

0.568365 

29 

0.001111 

54 

0.009033 

79 

0.081256 

104 

0.616362 

30 

0.001141 

55 

0.009375 

80 

0.088518 

105 

0.663696 

31 

0.001173 

56 

0.010814 

81 

0.096218 

106 

0.725745 

32 

0.001208 

57 

0.011863 

82 

0.104310 

107 

0.786495 

33 

0.001297 

58 

0.012952 

83 

0.112816 

108 

0.852659 

34 

0.001398 

59 

0.014162 

X  84 

0.122079 

109, 

0.924666 

35 

0.001513 

60 

0.015509 

85 

0.132174 

110 

1.000000 

V, 
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TASLS  ZX  -  MOatM/m  PATCS  pop.  HE.UTHy  rEMAX.B  WmTICIPMItS 


-lx— 

-Sx- 

n 

C. 000000 

36 

0.0C1173 

12 

0.000000 

37 

0.001208 

13 

0.000000 

38 

0.001297 

14 

0.000000 

39 

0.001398 

15 

0.000000 

40 

0.001513 

16 

0.000000 

41 

0.001643 

17 

C. 000000 

42 

0.001792 

18 

o.cooooo 

43 

0.001948 

19 

0.000000 

44 

0.002125 

20 

C. 001437 

45 

0.002327 

21 

0.001414 

46 

0.002556 

22 

0.001355 

47 

0.002818 

23 

0.001331 

48 

0.003095 

24 

0.001311 

49 

0.003410 

25 

0.001267 

50 

0.003769 

26 

0.001219 

51 

0.004180 

27 

0.001167 

52 

0.004635 

28 

0.001149 

53 

0.005103 

29 

0.001129 

54 

0.005616 

30 

0.001107 

55 

0.005196 

31 

0.001083 

36 

0.006853 

32 

0.001058 

57 

0.007543 

33 

0.001033 

58 

0.008278 

34 

0.001111 

59 

0.009033 

35 

0.001141 

60 

0.009S7S 

tasL 

JlJ!- 

-SLAL 

0.010814 

8« 

0.096218 

62 

0.011863 

87 

0.104310 

C3 

0.012952 

88 

0.112816 

64 

0.014162 

89 

0.122079 

65 

0.013509 

90 

0.132174 

66 

0.017010 

91 

0.143179 

67 

0.018685 

92 

0.155147 

63 

0.020517 

93 

0.163203 

69 

0.022562 

94 

0.182461 

70 

0.024847 

95 

0.198030 

71 

0.027232 

96 

0.215033 

72 

0.029634 

97 

0,232983 

73 

0.032073 

98 

0.252545 

74 

0.034743 

99 

0.273378 

75 

0.037667 

100 

0.297152 

75  . 

0.040871 

101 

0.322553 

77 

0.044504 

102 

0.349505 

73 

0.048304 

103 

0.370865 

79 

0.052913 

104 

0.410875 

80 

0.037775 

lOS 

0.445763 

81 

0.063142 

106 

0.483330 

82 

0.068628 

107 

0.524301 

83 

0..074648 

108 

C. 568365 

84 

0.081256 

109 

0.616382 

85 

0.038513 

110 

1.000000 

TABLE  III  - 

MORTALITY 

R.ATES  FOR 

DISABLED 

male  fartxcipamts 

tas. 

_3jc_ 

bas. 

_ax_ 

Age 

q 

Age 

_3JL 

11 

0.000000 

36 

0.002125 

61 

0.022562 

86 

0.182461 

12 

0.000000 

37 

0.002327 

62 

0.024847 

87 

0.198030 

13 

0.000000 

38 

0.002556 

63 

0.027232 

88 

0.215035 

14 

0.000000 

39 

0.002818 

64 

0.029634 

89 

0.232983 

IS 

0.001351 

40 

0.003095 

65 

0.032073 

90 

0.252545 

16 

0.001311 

41 

0.003410 

66 

0.034743 

91 

0.273878 

17 

0.001267 

42 

0.003769 

67 

0.037667 

92 

0.297152 

18 

0.001219 

43 

0.004180 

68 

0.040871 

93 

0.322553 

19 

0.001167 

44 

0.004635 

69 

0.044504 

94 

0.349505 

20 

0.001149 

4  5 

0.005103 

70 

0.048504 

95 

0.378865 

21 

0.001129 

46 

0.005616 

71 

0.052913 

96 

0.410875 

22 

0.001107 

47 

0.006196 

72 

0.057775 

97 

0.445768 

23 

0.001083 

48 

0.006853 

73 

0.063142 

98 

0.483830 

24 

0.001058 

49 

0.007543 

74 

0.068628 

99  _ 

0.524301 

25  - 

0.001083 

50 

0.008278 

75 

0.074648 

100 

0,568365 

2C 

0.001111 

51 

0.009033 

76 

0.081256 

101 

0.616382 

27 

0. 001141 

32 

0.009875 

77 

0.088518  • 

102 

0.668696 

■28 

0.001173 

53 

0.010014 

78 

0.096218 

103 

0.725745 

29 

0.001208 

54 

0.011863 

79 

0.104310 

104 

0.736495 

30 

0.001297 

55 

0.012952 

80 

0.112816 

105 

0.852659 

31 

0.001398 

56 

0.014162 

81 

0.122079 

106 

0.924666 

32 

0.001513 

57 

0.015509 

82 

0.132174 

107 

1.000000 

33 

0.001643 

58 

0.017010 

83 

0.143179 

34 

0.001792 

59 

0.018685 

84 

0.155147 

35 

C. 001948 

60 

0.020517 

85 

0.168208 

TABLE  IV  - 

MORTALITY 

RATES  FOR 

DISABLED 

FEMALE  PARTICIPANTS 

hat 

Age 

_Sx_ 

Age 

_aji_ 

Age 

_3ji_ 

11 

O.COOOOO 

36 

0.001398 

61 

0.014162 

86 

0.122079 

12 

0.000000 

37 

0.00X513 

62 

0.015509 

8? 

0.132174 

13 

0.000000 

38 

0.001643 

63 

0.017010 

88 

0.143179 

14 

0.000000 

39 

0.001792 

64 

0.010685 

89 

0.155147 

IS 

0.000000 

40 

0.001948 

65 

0.020517 

90 

0.168208 

16 

0.000000 

41 

0.002125 

66 

0.022562  . 

91 

0.182461 

17 

0.000000 

42 

0.002327 

67 

0.024047 

92 

0.198030 

18 

0.000000 

43 

0.002556 

68 

0.027232 

93 

0.215035 

19 

O.OOOuOO 

4  4 

0.002818 

69 

0.029634 

94 

0.232983 

20 

0.001351' 

4  5 

0.003095 

70 

0.032073 

95 

0.252545 

21 

0.001311 

46 

0.0C3410 

71  _ 

0.034743 

96 

.  0.273878 

22 

0.001267 

47 

0.003769 

72 

0.037667 

97 

0.297152 

23 

0.001219 

48 

0.004180 

73 

0.040871 

98 

0.322553 

24 

0.001167 

49 

0.004635 

74 

0.044504 

99 

0.349505 

25 

0.001149 

50 

0.005103 

75 

0.048504 

100 

0.378865 

26 

0.001129 

51 

0.005616 

76 

0.052913 

101 

0.410875 

27 

0.001107  . 

52 

0.006196 

77 

0.057775 

102 

0.445768 

28 

0.001083 

53 

0.006853 

78 

0.063142 

103 

0.483830 

29 

0.001058 

54 

0.007543 

79 

0.068628 

104 

0.524301 

30 

0.001083 

55 

0.008278 

80 

0.074648 

105 

0.568365 

31 

0.001111 

56 

0.009033 

81 

0.081256 

106 

0.616382 

32 

0.001141 

57 

0.009875 

82 

0.088518 

107 

0.668696 

33 

0.001173 

58 

0.010814 

83 

0.096218 

108 

0.725745 

34 

0.001208 

59 

0.011863 

84 

0.104310 

109 

0.786493 

35 

0.001297 

60 

0.012952 

S5 

0.112816 

110 

1.000000 
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HABUB  V  -  MOKTAtm  BXTE8  fOR  DISABLED  MAlg 
PARTICIPANTS  AECEIVING  SOCIAL  SBCORITY  DISABILITY  BENEFIT 


'payments 


.JLk. 

Age 

-Slu, 

Ji3^ 

-Sffu. 

11 

0.0000 

36 

0.0469 

61 

0.0763 

86 

0.1825 

12 

0.0000 

37 

0.0469 

62 

0.0780 

87 

0.1980 

13 

0.0000 

38 

0.0471 

63 

0.0797 

88 

0.2150 

14 

0.0000 

39 

0.0473 

64 

0.0813 

89 

0.2330 

15 

0.0000 

40 

0.0476 

65 

0.0822 

90 

0.2525 

16 

0.0000 

41 

0.0482 

66 

0.0829 

91 

0.2739 

17 

0.0000 

42 

0.0483 

67 

0.0841 

92 

0.2972 

18 

0.0000 

43 

0.0495 

68 

0.0851 

93 

0.3226 

19 

0.0000 

44 

0.0504 

69 

0.0859 

94 

0.3495 

20 

0.0510 

45 

0.0514 

70 

0.0873 

95 

0.3789 

21 

0.0510 

46 

0.0525 

71 

0.0889 

96 

0.4109 

22 

0.0510 

47 

0.0537 

72 

0.0907 

97 

0.4458 

23 

0.0510 

48 

0.0550 

73 

0.0921 

98 

0.4838 

24 

0.0510 

49 

0.0567 

74 

0.0933 

99 

0.5243 

25 

0.0510 

50 

0.0580 

75 

0.0947 

100 

0.5684 

26 

0.05.14 

51 

0.0595 

76 

0.0967 

101 

0.6164 

27 

0.0518 

52 

0.0612 

77 

0.0982 

1U2 

0.6687 

28 

0.0510 

53 

0.0623 

78 

0.0991 

103 

0.7257 

29 

0.0502 

54 

0.0645 

79 

0.1043 

104 

0.7865 

30 

0.0495 

55 

0.0662 

80 

0.1128 

105 

0.8527 

31 

0.0483 

56 

0.0679 

81 

0.1221 

106 

0.9247 

32 

0.0482 

57 

0.0695 

82 

0.1322 

107 

1.0000 

33 

0.0476 

53 

0.0712 

83 

0.1432 

34 

0.0473 

59 

0.0729 

84 

0.1551 

35 

0.0470 

60 

0.0746 

85 

0.1682 

TABLE  VI  -  MORTALITY  RATES  FOR  DISABLED  FEMALE 
PARTICIPANTS  RECEIVING  SOCIAL  SECURITY  DISABILITY  BEMCFIT  PAYMENTS 


A2® 

_SX. 

JS2^ 

Jlit- 

Acje 

_9j£. 

11 

0.0000 

36 

0.0402 

61 

0.0449 

86 

0.1221 

12 

0.0000 

37 

0.0400 

62 

0.0456 

87 

0.1322 

13 

0.0000 

38 

0.0399 

63 

0.0465 

83 

0.1432 

14 

0.0000 

39 

0.0397 

64 

0.0473 

89 

0.1551 

15 

0.0000 

40 

0.0396 

65 

0.0484 

90 

0.1682 

16 

0.0000 

41 

0.0394 

66 

0.0497 

91 

0.1825 

17 

0.0000 

42 

0.0393 

67 

0.0508 

92 

0.1980 

18 

0.0000 

43 

0.0392 

68 

0.0522 

93 

0.2150 

19 

0.0000 

44 

0.0392 

69 

0.0530 

94 

0.2330 

20 

0.0426 

45 

0.0392 

70 

0.0536 

95 

0.2525 

21 

0.0426 

46 

0.0392* 

71 

0.0538 

95 

0.2739 

22 

0.0426 

47 

0.0394 

72 

0.0547 

97 

0,2972 

23 

0.0426 

48 

0.0396 

73 

0.0552 

98 

0.3226 

24 

0.0426 

49 

0.0398 

74 

0.0561 

99 

0.3495 

25 

0.0426 

50 

0.0401 

75 

0.0567 

100 

0.3789 

26 

0.0427 

51 

0.0403 

76 

0.0577 

101 

0.4109 

27 

0.0428 

52 

0.0407 

77 

0.0590 

102 

0.4453 

23 

0.0430 

53 

0.041Q 

78 

0.0631 

103 

0.4838 

29 

0.0430 

54 

0.0413 

79 

0.0686 

104 

0.5243 

30 

0.0432 

55 

0.0417 

80 

0.0746 

105 

0.5684 

31 

0.0425 

56 

0.0420 

81 

0.0813 

106 

0.6164 

32 

0.0419 

57 

0.0424 

82 

0.0885 

107 

0.6687 

33 

0.0413 

58 

0.0429 

83 

0.0962 

108 

0.7257 

34 

0.0409 

59 

0..0435 

84 

0.1043 

109 

0.7865 

35 

0.0405 

60 

0.0442 

85 

0.1128- 

no 

1.0000 

Appendix  B — Interest  Rates  and  Quantities 
Used  To  Value  Annuities 

L  The  following  Interest  rates  and  quan¬ 
tities  used  to  value  deferred  annuities  shall 
be  effective  for  plans  which  terminate  on  or 
after  September  2,  1974  and  on  or  before 
September  30,  1975. 

TABLE  I — interest  RATE  FOB  VALUING  IMMEDIATE 
ANNUITIES 

An  interest  rate  of  8  percent  shall  be  used 
to  value  immediate  annuities,  to  compute  the 
quantity  “Q”  in  §  2610.6,  and  for  valuing 
both  portions  of  a  cash  refund  annuity. 

TABLE  II — INTEREST  RATE  FOR  VALUING  DEATH 
BENEFITS 

An  interest  rate  of  5  percent  shall  be  used 
to  value  death  benefits  other  than  the  de¬ 
creasing  term  insurance  portion  of  a  cash 
refund  annuity  pursuant  to  {  2610.8. 

TABLE  m — ^INTEREST  RATES  AND  QUANTITIES  USED 
TO  VALUE  DEFERRED  ANNUITIES 

The  following  factors  shall  be  used  to 
value  deferred  annuities  pursuant  to  §  2610.6: 


(1)  ki=  1.0725. 

(2)  k2=  1.0576. 

(3)  k»=  1.0425. 

(4)  ni=7. 

(5)  n2=8. 

II.  The  following  interest  rates  and  quanti¬ 
ties  used  to  value  deferred  annuities  shall  be 
effective  for  plans  which  terminate  on  or 
after  October  1,  1975  and  on  or  before  De¬ 
cember  31, 1976: 

TABLE  I - INTEREST  RATE  FOR  VALUING 

IMMEDIATE  ANNUITIES 

An  interest  rate  of  73^  percent  shall  be 
used  to  value  immediate  annuities,  to  com¬ 
pute  the  quantity  ‘‘O’’  in  §  2610.6,  and  for 
valuing  both  portions  of  a  cash  refund  an¬ 
nuity. 

TABLE  II — INTEREST  RATE  FOR  VALUING  DEATH 
BENEFITS 

An  interest  rate  of  5  percent  shall  be  used 
to  value  death  benefits  other  than  the  de¬ 
creasing  term  Insurance  portion  of  a  cash 
refund  annuity  pursuant  to  §  2610.8. 


TABLE  ni — INTEREST  RATES  AND  QUANTITIES 
USED  TO  VALUE  DEFERRED  ANNUITIES. 

The  following  factors  shall  be  used  to  value 
deferred  annuities  pursuant  to  §  2610.6: 

(1)  ki=1.0726. 

(2)  k,=  1.0676. 

(3)  k,=  1.0425. 

(4)  n,=7. 

(6)  m=7. 

III.  The  following  interest  rates  and  quan¬ 
tities  used  to  value  deferred  annuities  shall 
be  effective  for  plans  which  terminate  on  or 
after  January  1, 1976  and  on  or  before  Febru¬ 
ary  29, 1976: 

TABLE  I - INTEREST  RATE  FOB  VALUING 

IMMEDIATE  ANNUITIES 

An  interest  rate  of  8  percent  shall  be  used 
to  value  immediate  annuities,  to  compute  the 
quantity  “G”  in  §  2610.6,  and  for  valuing  both 
portions  of  a  cash  refund  annuity. 

TABLE  II - INTEREST  RATE  FOR  VAI  ING  DEATH 

BENEFITS 

An  interest  rate  of  5  percent  shall  be  used 
to  value  death  benefits  other  than  the  de¬ 
creasing  term  insurance  portion  of  a  cash 
refund  annuity  pursuant  to  §  2610.8. 

TABLE  III - INTEREST  RATES  AND  QUANTITIES 

USED  TO  VALUE  DEFERRED  ANNUITIES 

The  following  factors  shall  be  used  to  value 
deferred  annuities  pursuant  to  §  2610.6: 

(1)  kj  =  1.0725. 

(2)  k„=  1.0525. 

(3)  k‘  =  1.04. 

(4)  n^  =  7. 

(5)  m  =  io. 

IV.  The  following  interest  rates  and  quan¬ 
tities  used  to  value  deferred  annuities  shall 
be  effective  for  plans  which  terminate  on  or 
after  March  1,  1976  and  on  or  before  May  31, 
1976: 

TABLE  I - INTEREST  RATE  FOR  VALUING 

IMMEDIATE  ANNUITIES 

An  interest  rate  of  7*^  percent  shall  be 
used  to  value  immediate  annuities,  to  com¬ 
pute  the  quantity  “Q”,  in  §  2610.6,  and  for 
valuing  both  portions  of  a  cash  refund 
annuity. 

TABLE  II — INTEREST  RATE  FOB  VALUING  DEATH 
BENEFITS 

An  interest  rate  of  6  percent  shall  be  used 
to  value  death  benefits  other  than  the  de¬ 
creasing  term  insurance  portion  of  a  cash 
refund  annuity  pursuant  to  §  2610.8. 

TABLE  in - INTEREST  RATES  AND  QUANTITIES 

USED  TO  VALUE  DEFERRED  ANNUITIES 

The  following  factors  shall  be  used  to  value 
deferred  annuities  pursuant  to  §  2610.6: 

(1)  k^=1.07. 

(2)  k2=1.05. 

(3)  k,=  1.04. 

(4)  n^=7. 

(5)  n2=10. 

V.  The  following  interest  rates  and  quan¬ 
tities  used  to  value  deferred  annuities  shall 
be  effective  for  plans  which  terminate  on 
or  after  June  1,  1976  and  on  or  before  August 
31, 1976: 

TABLE  I - INTEREST  RATE  FOR  VALUING 

IMMEDIATE  ANNUITIES 

An  interest  rate  of  7^4  percent  shall  be 
used  to  value  immediate  annuities,  to  com¬ 
pute  the  quantity  “Qy”  In  §  2610.6,  and  for 
valuing  both  portions  of  a  cash  refund 
annuity. 
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TABI>E  n — INTEREST  RATE  FOR  VALUING  DEATH 
BENEFITS 

An  interest  rate  of  6  percent  shall  be  used 
to  value  death  benefits  other  than  ^e  de¬ 
creasing  term  Insiirance  portion  of  a  cash 
refund  annuity  pursuant  to  J  2610.8. 

T.\BIE  III — INTEREST  RATES  AND  QUANTimS 
rrSED  TO  VALUE  DEFERRED  ANNUITIES 

The  following  factors  shall  be  used  to  value 
deferred  annuities  pursuant  to  S  2610.6: 

(1)  k,  =  1.0676. 

(3)  k.=  1.0475. 

(3)  ^3=  1.035. 

(4)  n.=7. 

(5)  n2=10. 

Appendix  C — Illustrative  Benefit 
Valuation  Results 

The  following  results  are  obtained  by 
application  of  the  appropriate  methods 
and  rates  set  forth  in  this  regulation  to 
a  plan  terminating  on  September  15, 
1974. 

Table  1. — Current  value  of  a  life  annuity 

of  $10  per  month  payable  to  a  healthy 

participant 


Age  oi  participant 

Male 

Female 

45 . 

$1,334.48 

$1,392.31 

60 . 

L262.56 

1,334.48 

65 . 

1,  176l  12 

1,262.56 

60 . 

1,074.44 

1, 176. 12 

62 . 

1,029.82 

1, 137.23 

63 . 

1,006.84 

1,116.91 

65 . 

959.87 

1,074.44 

67 . 

912. 11 

1.029.82 

70 . 

837.96 

959.87 

75 . 

708.65 

837.96 

80 . 

581.36 

708.65 

85 . 

462.26 

5SL36 

Table  2. — Current  value  of  a  deferred  life 
annuity  of  $10  per  month  payable  to  a 
healthy  participant  at  ages  60  and  66 


Age  of  Deferred  to  age  60  Deferred  to  age  65 

participant  -  - 

Male  Female  Male  Female 


25 .  $156.58  $18a92  $103.28  $126.41 

K .  193.86  224.10  127.87  156.58 

$5 .  240. 19  277. 45  158. 44  193. 86 

40 .  298.44  343.78  196.86  24a  19 

45 . 372.76  427.15  245.88  298.44 

50 .  604.62  673.01  309.92  372.76 

65 .  713.06  797.88  425.77  604.62 


•0 .  615.01  713.06 

61 .  669. 98  772. 38 

63 .  73L  00  837.43 

63 .  798.92  908.94 

64. .  874.80  987.63 
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PENSION  BENEFIT  GUARANTY 
CORPORATION 
[  29  CFR  Part  2615  ] 

DETERMINATION  OF  PLAN  SUFFICIENCY 
AND  TERMINATION  OF  SUFFICIENT 
PLANS 

Proposed  Rulemaking 

Subsection  4041(b)  of  the  Employee 
Retirement  Income  Security  Act  of  1974 
(“Act”),  29  U.S.C.  1341(b),  requires  the 
Pension  Benefit  Guaranty  Corporation 
(“PB(jrC”)  to  determine  whether  the  as¬ 
sets  held  under  a  terminating  pension 
plan,  if  allocated  in  accordance  with  sec¬ 
tion  4044  of  the  Act,  are  sufiQcient  to  dis¬ 
charge  when  due  all  obligations  of  the 
plan  with  respect  to  basic  benefits.  Sub¬ 


section  4041(a)  of  the  Act,  29  U.S.C. 
1341(a),  authorizes  a  plan  administrator 
who  receives  a  notice  Issued  under  sub¬ 
section  (b)  to  proceed  with  the  termina¬ 
tion  of  the  plan  in  a  manner  consistent 
with  subtitle  C  of  Title  IV  of  the  Act. 

Since  the  Act  does  not  establish  a  pro¬ 
cedure  for  determining  whether  a  plan  is 
sufOcient  nor  specify  the  manner  in 
which  its  alfairs  are  to  be  wound  up, 
notice  is  hereby  given  that  the  PBGC 
proposes  to  amend  Chapter  XXVI  of 
Title  29,  Code  of  Federal  Regulations  to 
add  a  new  Part  2615,  set  forth  below, 
which  prescribes  the  manner  for  deter¬ 
mining  whether  a  terminating  plan  is 
sufficient,  and  the  procedure  for  wind¬ 
ing  up  the  affairs  of  such  plans. 

Definition  of  Sufficiency 

A  terminating  plan  generally  is  suf¬ 
ficient  if  as  of  the  date  plan  assets  are 
distributed,  after  payments  of  all  other 
plan  liabilities,  there  are  enough  assets  in 
that  plan  to  provide  all  benefits  in  pri¬ 
ority  categories  1  through  4  of  section 
4044(a)  of  the  Act  (regarding  the  allo¬ 
cation  of  assets),  (a)  through  purchase 
of  annuities  from  an  Insurer  of  those 
benefits  to  be  paid  as  annuities  (other 
than  certain  retirement  benefits  that 
cannot  be  purchased  at  reasonable  cost 
from  an  insurer) ,  (b)  through  purchase 
from  PBGC  of  such  certain  retirement 
benefits,  and  (c)  through  payment  of 
other  benefits  in  priority  categories  1,  2, 
3  or  4  in  a  single  installment.  Pi'oposed 
§  2615.2  sets  forth  in  detail  the  defini¬ 
tion  of  a  sufficient  plan.  The  value  of 
benefits  to  be  paid  as  annuities  will  be 
the  cost  of  purchasing  them  from  an  in¬ 
surer,  except  when  provided  by  the 
PBGC.  In  that  case,  the  cost  of  the  an¬ 
nuities  will  be  the  value  of  the  annuities 
imder  PBGC  rates.  The  value  of  bene¬ 
fits  in  priority  categories  1  and  2  pay¬ 
able  as  lump  sums  will  be  the  value  of 
such  benefits  determined  under  the  Al¬ 
location  of  Assets  Regulation,  Part  2608 
of  this  chapter.  The  value  of  an  annuity 
to  be  paid  in  a  different  form  will  be  the 
present  value  of  the  annuity  computed  In 
accordance  with  S  2610.3(c)  of  the  Valu¬ 
ation  of  Plan  Benefits  Regulation  (41 
FR  48484). 

Requirement  for  Annuities 

Title  rv  requires  that  a  participant 
with  benefits  pa3rable  as  an  annuity  im¬ 
der  a  terminating  plan  must,  unless  he 
or  she  elects  another  form  of  distribution 
provided  by  the  plan,  receive  those  bene¬ 
fits  In  the  annuity  form  specified  in  the 
plan  through  a  funding  medium  that  will 
assure  their  timely  and  uninterrupted 
payment.  Proposed  §  2615.3(a)  contains 
this  general  rule.  This  requirement  exists 
because,  inter  alia;  section  4044(a)  of  the 
Act  requires  that  plan  assets  be  allocated 
to  plan  benefits;  section  4041(b)  requires 
the  PBGC  to  determine  whether  the  as¬ 
sets  held  under  a  terminating  plan 

*  are  sufficient  to  discharge  when 
due  all  obligations  of  the  plan  with  re¬ 
spect  to  basic  ti.e.  guaranteed!  benefits 
•  *  •”  (emphasis  added);  and  section 
4002(a)  (2)  states  that  one  of  the  main 
purposes  of  Title  IV  of  the  Act  is  “to 


provide  for  the  timely  and  uninterrupted 
payment  of  pension  benefits  to  partic¬ 
ipants  and  beneficiaries.”  In  practice, 
this  requirement  means  that,  absent 
election  by  a  participant  of  another  form 
provided  by  the  plan,  a  plan  must  pur¬ 
chase  annuities  from  Insurance  carriers 
for  those  benefits  that  plan  participants 
or  their  beneficiaries  are  to  receive  in 
annuity  form,  unless  the  PBGC  becomes 
responsible  for  payment  of  those  benefits 
either  through  termination  of  the  plan 
imder  section  4042(c)  of  the  Act  or  be¬ 
cause  the  PBGC  has  assumed  respon¬ 
sibility  under  the  special  procedure  de¬ 
scribed  below  for  payment  of  certain 
early  retirement  benefits  that  cannot  be 
purchased  from  an  insurer  at  a  cost  that 
reflects  their  true  value.  The  true  value 
of  an  early  retirement  benefit  not  in  pay 
status  should  reflect  any  benefit  reduc¬ 
tion  in  the  plan  for  early  retirement  and 
the  probabUlty  of  retirement  at  various 
ages.  Any  form  of  distribution  other 
than  purchase  of  the  annuity  from  an 
Insurance  carrier  or  provision  of  the  an¬ 
nuity  by  the  PBGC  would  not  assure  that 
the  participant  will  receive  in  a  timely 
and  imlnterrupted  fashion  the  defined 
pension  benefit  to  which  the  participant 
is  entitled  on  the  date  of  termination, 
either  because  of  possible  losses  in  assets 
allocated  to  the  benefit  or  paid  to  the 
participant  or  because  of  adverse  mor¬ 
tality  experience. 

The  requirement  that,  absent  a  con¬ 
trary  election,  participants  must  receive 
their  benefits  payable  as  annuities  in 
that  form,  however,  does  not  preclude 
their  electing  other  forms  of  distribution 
permitted  under  the  plan,  e.g.  a  lump¬ 
sum  payment  of  the  commuted  value  of 
their  annuity,  transfer  of  such  value  to 
an  individual  account  plan,  or  continued 
participation  by  the  participant  In  a 
plan  trust  after  the  date  of  plan  termina¬ 
tion.  Thus,  proposed  §  2615.3(b)  permits 
a  participant  to  elect  a  form  of  distribu¬ 
tion  other  than  an  annuity  if  the  other 
form  is  provided  by  the  plan.  Because 
such  other  forms  do  not  guarantee  pay¬ 
ment  of  the  defined  pension  benefit  to 
which  the  participant  Is  entitled  on  the 
date  of  termination,  the  PBGC  will  not 
guarantee  any  such  different  form  of 
payment.  If,  as  of  the  date  of  distribu¬ 
tion,  the  plan  turns  out  to  be  insufficient¬ 
ly  funded,  the  post-termination  elections 
of  participants  will  not  be  given  effect, 
and  Instead  the  PBGC  will  guarantee 
payment  of  those  participants’  benefits 
that  are  guaranteed  under  the  Guaran¬ 
teed  Benefits  Regulation,  Part  2605  of 
this  chapter,  40  FR  43509  (Sept.  22, 
1975). 

Initial  Determination  by  PBGC 

Proposed  §  2615.4  provides  that  upon 
receipt  of  a  Notice  of  Intent  to  Terminate 
a  pension  plan,  the  PBGC  will  review  the 
plan  to  determine  if  It  appears  clearly 
insufficient. 

In  some  cases,  it  will  be  evident  from 
the  Information  submitted  In  the  Notice 
of  Intent  to  Terminate  that  the  value 
of  the  guaranteed  benefits  so  far  ex¬ 
ceeds  the  assets  of  the  plan  that  it  Is 
highly  Improbable  that  the  plan  will  be 
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sufficient.  In  such  cases,  the  PBGC  pur¬ 
suant  to  section  4041(c)  of  the  Act  will 
issue  the  plan  a  Notice  of  Inability  to 
Determine  Sufficiency. 

A  plan  that  does  not  appear  clearly 
insufficient  will  receive  a  Notice  of  Suf¬ 
ficiency  only  if  it  meets  the  requirements 
established  in  proposed  §  2615.5  for  issu¬ 
ing  such  a  notice. 

Determination  of  Sufficiency  for 
Pl,ANS  Not  Clearly  Insufficient 

Proposed  §  2615.5  prescribes  the  con¬ 
ditions  imder  which  the  PBC3C  will  issue 
a  Notice  of  Sufficiency  to  a  plan  which 
is  not  clearly  insufficient.  Proposed 
§§  2615.5(b)  and  2615.5(c)  provide  that 
if  the  PBGC  determines  that  there  are 
no  participants  in  the  plan  eligible  for 
guaranteed  benefits,  or  that  all  guar¬ 
anteed  benefits  have  already  been  pur¬ 
chased  from  an  insurer,  the  PBGC  will 
issu'e'a  Notice  of  Sufficiency  with  respect 
to  the  plan. 

For  example,  some  plans  funded 
through  Individual  insurance  contracts 
and  an  auxiliary  side  fimd  that  ter¬ 
minate  before  the  minimum  vesting  and 
accrual  requirements  of  the  Act  become 
applicable  to  them  do  not  vest  partic¬ 
ipants  in  the  defined  benefit  in  the  plan 
payable  as  an  annuity  until  retirement. 
Rather,  before  retirement  participants 
are  vested  in  the  cash  value  of  the  indi¬ 
vidual  insurance  contracts  and  a  propor¬ 
tion  of  the  auxiliary  fund.  Those  bene¬ 
fits,  although  nonforfeitable,  are  not 
guaranteed  by  the  PBGC  because  they 
are  not  pension  benefits  within  the  mean¬ 
ing  of  29  CFR  2605.2,  40  PR  43510  (Sept. 
22,  1975).  Such  benefits  would  fall  into 
priority  category  5  in  the  allocation  proc¬ 
ess.  In  such  plans  the  benefits  that  would 
be  guaranteed,  i.e.  the  annuities  provided 
upon  retirement,  are  usually  purchased 
from  an  insurance  company  when  a 
participant  retires,  though  in  some  cases 
the  insurance  company  will  have  made 
a  binding  commitment  to  provide  those 
benefits.  Thus,  in  those  cases  all  guar¬ 
anteed  benefits  have  already  been  pro¬ 
vided  before  the  plan  terminates.  Ac¬ 
cordingly,  the  plan  is  sufficient,  and  the 
PBGC  would  issue  a  Notice  of  Sufficiency. 

Another  example  of  such  a  plan  is  one 
in  which  as  of  the  date  of  plan  termina¬ 
tion  no  participants  are  vested  in  a  bene¬ 
fit  and  there  are  no  participants  in  pay 
status,  e.g.  a  plan  that  requires  10  years 
of  service  before  any  benefits  are  vested 
but  no  participant  has  more  than  8  years 
of  service. 

Proposed  §  2615.5(d)  contains  two  al¬ 
ternative  methods  for  processing  all 
other  plans.  Under  either  alternative,  the 
determination  of  whether  to  issue  a  No¬ 
tice  of  Sufficiency  will  be  based  on  the 
cost  of  purchasing  from  an  Insurer  those 
benefits  in  priority  categories  1  through 
4  payable  as  annuities. 

Under  the  first  proposed  method  (la¬ 
beled  as  alternative  I  and  printed  in 
Italics  in  the  proposed  regulation) ,  where 
a  plan  administrator  has  not  obtained 
an  acceptable  bid  for  purchasing  annu¬ 
ities,  the  plan  administrator  is  not  re¬ 
quired  to  attempt  to  demonstrate  that 
the  plan  is  sufficient.  In  such  a  case  the 


PBGC  would  treat  the  plan  as  insuffi- 
cimt;  take  it  into  trusteeship;  apply  its 
rates  for  valuing  benefits  and  either  pro¬ 
vide  the  benefits  or  purchase  annuities. 
Since  the  PBGC  is  in  a  unique  position 
to  pool  plan  assets  and  liabilities,  its  rates 
should  refiect  economies  of  scale  and 
fewer  otti«:  costs.  Thus,  it  is  expected 
that  PBGC  rates  generally  will  be  more 
favorable  than  rates  currently  available 
from  insurers.  Under  this  arrangement 
the  PBGC  would  provide  annuity  bene¬ 
fits,  not  only  for  insufficient  plans  but 
also  for  sufficient  plans  which  might  have 
purchased  annuity  benefits  from  a  pri¬ 
vate  insurer. 

Under  the  second  proposed  method 
(labeled  ALTERNATIVE  n  and  printed 
in  italics  in  the  proposed  regulation) ,  all 
plans  which  do  not  appear  clearly  suffi¬ 
cient  or  insufficient  and  which  will  be 
providing  benefits  payable  as  annuities 
will  be  required  to  attempt  to  obtain  bids 
for  such  annuities  and  to  show  they  are 
sufficient.  If  such  a  plan  is  Issued  a  Notice 
of  Sufficiency,  it  would  then  close  out 
using  the  best  bid  it  had  been  able  to 
obtain.  Tbis  generally  would  avoid 
PBGC’s  becoming  trustee  of  sufficient 
plans  and  minimize  intrusion  into  the 
private  sector.  If  the  cost  of  the  annuities 
under  such  bid  were  greater  than  the 
value  of  annuities  under  PBGC  rates,  all 
benefits  guaranteed  by  PBGC  would  be 
paid  but  the  effect  might  be  to  reduce 
the  benefits  in  priority  categories  5  and 
6  (nonguaranteed  benefits)  that  would 
have  been  paid  if  PBGC  were  to  take 
over  the  sufficient  plan.  However,  since 
the  PBGC  has  reserved  the  authority  to 
request  a  bid  on  behalf  of  a  plan,  if  a 
plan  is  unable  to  obtain  a  reasonable  bid, 
the  PBCK)  may  try  to  obtain  a  better 
bid  for  the  plan. 

Under  either  alternative,  the  basic  test 
for  determining  whether  the  PBGC  will 
issue  a  Notice  of  Sufficiency  is  whether 
the  assets  expected  to  be  available  for 
allocation  on  the  date  of  distribution 
(using  the  value  of  plan  assets  as  of  the 
date  of  termination)  will  exceed  the  es¬ 
timated  liability  of  the  plan  for  benefits 
in  priority  categories  1  through  4  £is  of 
the  date  of  distribution.  The  assets  avail¬ 
able  for  allocation  as  of  the  date  of  dis¬ 
tribution  will  be  those  assets  remaining 
after  satisfaction  of  all  liabilities,  ex¬ 
penses  and  costs  of  the  plan  (other  than 
benefit  payments  due  sifter  the  date  of 
distribution)  Incurred  after,  or  unpaid  as 
of,  the  date  of  termination. 

Estimated  plan  assets  are  determined 
by  computing  their  value  as  of  the  date 
of  termination  under  ttie  Valuation  of 
Assets  Regulation  (29  CFR  Part  2611,  41 
FR  18992,  May  7,  1976)  and  subtracting 
therefrom  the  sum  of  all  outstanding  lia¬ 
bilities  (including  expenses  and  costs  in¬ 
curred  after  the  date  of  termination  and 
those  benefit  pasunents  due  before  the 
date  on  which  plan  assets  are  distrib¬ 
uted)  .  Ihua,  since  a  Notice  of  Sufficiency 
is  issued  before  the  date  on  which  plan 
assets  are  distributed,  the  liabilities  that 
the  plan  will  incur  after  the  Notice  must 
be  estimated.  Such  liabilities  may  in¬ 
clude,  among  other  things,  fees  for  actu¬ 
arial  and  administrative  services  and 


other  outstanding  debts  of  the  plan  that 
have  not  yet  been  paid. 

Some  emi^oyers  may  determine  that 
it  is  in  their  best  interest  not  to  allow 
a  terminating  plan  to  be  considered  in¬ 
sufficient  under  these  proposed  regula¬ 
tions.  Therefore,  if  before  the  date  of 
plan  termination,  the  employer(8)  main¬ 
taining  the  plan  makes  a  legally  binding 
and  enforceable  commitment  to  con¬ 
tribute  the  sum.  if  any.  necessary  to 
make  the  plan  sufficient,  that  commit¬ 
ment  will  be  treated  as  a  plan  asset  if 
the  PBGC  determines  that  the  onployer 
can  fulfill  its  undertaking.  The  deter¬ 
mination  will  be  based  on,  among  other 
things,  the  financial  condition  of  the  plan 
and  the  employer.  The  PBGC  may  re¬ 
quire  that  security  be  given  for  any  such 
promise. 

Since  a  benefit  payable  as  an  annuity 
xmder  a  plan  must  be  provided  in  that 
form  unless  the  participant  elects  an¬ 
other  form  of  distribution  provided  by 
the  plan,  plan  liabilities  cannot  be  deter¬ 
mined  imtil  all  such  elections  permitted 
under  the  plan  have  been  made.  There¬ 
fore,  prc^iosed  §  2615.5(d)  (2)  requires 
that  plan  participants  first  elect  the  form 
provided  under  the  plan  in  which  they 
wish  their  benefits  paid.  Prior  to  such 
election,  the  plan  administrator  is  re¬ 
quired  to  inform  each  participant  (or 
beneficiary)  that  if  he  or  she  elects  to 
receive  his  or  her  benefit  in  a  form  other 
than  an  annuity,  the  PBGC  will  not 
guarantee  that  other  form  of  payment. 
Further  the  risks  associated  with  such 
other  forms  of  pasonent  must  be  ex¬ 
plained  to  the  participant  (or  bene¬ 
ficiary)  . 

For  purposes  of  determining  plan  suf¬ 
ficiency.  the  expected  liabilities  of  the 
plan  as  of  the  date  of  distribution  for 
benefit  payments  Include  the  sum  of  the 
following; 

(1)  The  value  as  of  the  date  of  dis¬ 
tribution  of  all  benefits  in  priority  cate¬ 
gories  1  through  i  of  %  4044  of  the  Act. 
which  governs  the  allocation  of  assets, 
determined  under  Part  2608  of  this  chap¬ 
ter.  Since  the  basis  for  determining  the 
value  of  an  annuity  benefit  in  priority 
categories  1.  2,  3  or  4  (other  than  an 
early  retirement  benefit  to  be  provided 
by  PBGC)  will  be  the  cost  of  buying  that 
benefit  from  an  insurer,  bids  on  annuity 
benefits  must  be  obtained  from  one  or 
more  insurers  in  order  to  qualify  for  a 
Notice  of  Sufficiency.  The  bids  must  be 
limited  to  the  annuities  contained  in  the 
priority  categories  in  section  4044  of  the 
Act,  and  cannot  Include  the  cost  of  pro¬ 
viding  options  to  those  benefits.  Also  the 
bids  must  be  for  single  premium,  non¬ 
participating  annuities  which  cannot  be 
surrendered  for  cash  by  the  participant. 
A  bid  that  does  not  meet  these  require¬ 
ments  may  result  in  overvaluation  of  the 
cost  of  providing  the  annuities  contained 
in  the  priority  categories  used  for  allo¬ 
cating  assets  which  may  result  in  a  vio¬ 
lation  of  section  4044  of  the  Act.  In  many 
cases  it  will  be  desirable  for  such  bids  to 
contain  unit  rates  for  piurchasing  each 
dollar  of  annuity.  Where  unit  rates  are 
quoted,  the  bid  may  then-  be  requested 
for  all  nonforfeitable  or  accrued  annuity 
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benefits.  If  the  assets  available  for  allo¬ 
cation  cannot  cover  all  ncmforfeitable  or 
accrued  ben^ts,  a  specific  allocation  can 
be  performed  using  the  unit  rates  to 
value  benefits  in  each  priority  category 
without  obtaining  another  bid;  and 

(2)  The  cost  of  those  early  retirement 
benefits  to  be  provided  by  the  PBGC.  In 
many  plans  participants  who  have  al¬ 
ready  satisfied  the  conditions  of  the  plan 
necessary  to  entitle  them  to  early  retire¬ 
ment  benefits  will  not  have  retired  be¬ 
fore  the  plan  terminates.  Insurers  do  not 
normally  offer  annuities  for  a  subsidized 
early  retirement  benefits  without  a  speci¬ 
fied  date  for  commencement  of  the  bene¬ 
fit.  Where  the  plan  benefit  is  substan¬ 
tially  subsidized,  the  annuity  would  cost 
more  than  the  benefit  is  worth  if  the  date 
as  of  which  the  insurer  values  the  an¬ 
nuity  is  before  the  participant’s  expected 
retirement  age.  "niis  would  contravene 
the  allocation  of  assets  provisions  in  sec¬ 
tion  4044  of  the  Act. 

Proposed  §  2615.5(d)  (4)  contains  a 
special  rule  designed  to  remedy  this  dif¬ 
ficulty.  Under  that  rule  if  the  participant 
retires  before  the  date  of  distribution  of 
plan  assets  or  the  benefit  can  be  pur¬ 
chased  from  an  Insurer  at  a  reasonable 
cost,  the  cost  of  providing  the  benefit 
from  an  Insurer  is  added  to  the  previous 
bid.  Otherwise,  the  PBGC  will  provide 
the  participant’s  benefit.  The  value  of  the 
benefit  will  be  the  cost  to  the  PBGC  of 
providing  the  benefit  computed  in  ac¬ 
cordance  with  §  2610.7  of  the  Valuation 
of  Plan  Benefits  Regulation,  supra.  ITils 
procedure  prevents  a  plan  from  being  in¬ 
sufficient  solely  because  it  is  unable, 
without  specifying  a  fixed  date  for  com¬ 
mencement  of  the  benefit,  to  purchase 
frwn  an  insurer  an  annuity  that  wHI 
guarantee  a  participant  his  early  retire¬ 
ment  rights. 

The  PBGC  will  issue  a  Notice  of  Suffi¬ 
ciency  if  an  enrolled  actuary  certifies 
that  the  estimated  value  of  plan  assets 
available  for  allocation  as  of  the  date  of 
distribution  is  equal  to  or  greater  than 
the  estimated  value  of  the  plan  liabilities 
in  priority  categories  1  through  4  as  of 
that  date,  and  that  the  benefits  payable 
under  the  plan  have  been  properly  com¬ 
puted  and  their  value  properly  deter¬ 
mined.  However,  the  PBGC  has  reserved 
the  right  to  waive  the  requirement  that 
a  certification  from  an  enrolled  actuary 
be  submitted. 

Distribution  of  Assets 

Proposed  §  2615.6  prescribes  the  man¬ 
ner  in  which  the  plan  administrator  is  to 
terminate  the  plan  after  receiving  a  No¬ 
tice  of  Sufficiency. 

The  plan  administrator  must  allocate 
to  plan  benefits  those  plan  assets  re¬ 
maining  after  satisfaction  of  all  liabil¬ 
ities  and  expenses  other  then  benefit 
payments  due  after  the  date  of  distribu¬ 
tion.  The  allocation  must  be  based  on 
the  value,  as  of  the  date  of  distribution, 
of  plan  benefits  and  of  remaining  plan 
assets.  The  allocation  must  be  made  in 
accordance  with  the  provisions  in  pro¬ 
posed  Part  2608  of  this  chapter  (41  FR 


48492)  relating  to  sufficient  plans. 
Under  those  provisions  plan  benefits  are 
valued  using  the  valuation  methods  re¬ 
lating  to  sufficient  plans  contaii^  in 
proposed  part  2610  of  this  Chapter, 
supra.  Assets  must  be  distributed  within 
ninety  (90)  days  of  the  date  of  the  No¬ 
tice  of  Sufficiency,  or  such  extended  pe¬ 
riod  as  may  be  allowed  by  the  PBGC.  If 
one  or  more  participants  have  elected  to 
leave  their  allocable  share  of  plan  assets 
in  the  plan  or  its  trust,  retention  by  the 
plan  or  trust  of  such  assets  shall  be  con¬ 
sidered  a  distribution  for  purposes  of 
Title  rv  of  the  Act.  If  the  plan  admin¬ 
istrator  discovers  that  the  assets  avail¬ 
able  for  allocation  are  not  sufficient  to 
provide  the  benefits  in  priority  categories 
1  through  4,  the  plan  administrator  must 
notify  the  PBGC  which  w’ill  then  deter¬ 
mine  whether  the  plan  is  subsequently 
insufficient. 

After  completing  the  distribution,  the 
plan  administrator  shaU  submit  to  the 
PBCjC  complete  information  regarding 
each  plan  participant  and  the  distribu¬ 
tion  made  to  him. 

Interested  persons  may  submit  writ¬ 
ten  comments  on  this  proposal  to  the 
Office  of  the  General  Counsel,  Pension 
Benefit  Guaranty  Corporation,  2020  K 
Street,  NW„  Room  7200,  Washington, 
D.C.  20006.  Each  person  submitting  com¬ 
ments  should  include  his  or  her  name 
and  address,  identify  this  notice  and 
give  reasons  for  any  recommendations. 
Comments  should  be  submitted  on  or 
before  December  3,  1976.  Copies  of  writ¬ 
ten  comments  will  be  available  for  ex¬ 
amination  by  interested  persons  in  the 
Office  of  Communications  of  the  PBGC, 
between  the  hours  of  9  a.m.  and  4  p.m. 
The  proposal  may  be  changed  in  light 
of  the  ccHiunents  received. 

In  consideration  of  the  foregoing,  it 
is  proposed  to  amend  Chapter  XXVI  of 
Title  29,  Code  of  Federal  Regulations 
by  adding  a  new  part  2615  to  read  as 
follows: 

PART  2615 — DETERMINATION  OF 
SUFFICIENCY 

Sec. 

2616.1  Purpose  and  Scc^e. 

2615.2  Definitions. 

2616.3  General  Rule. 

2615.4  Initial  Determination  by  PBOC 

2616.5  Determination  of  Sufficiency. 

2615.6  Distribution  of  Plan  Assets. 

2616.7  Submission  of  Distribution  Infor¬ 

mation  to  PBGC. 

Authoeity:  Secs.  4002(b)(3),  4041  and 
4044,  Pub.  L.  93-406,  88  Stat.  1004,  1020-21, 
1026-27  (29  U.8.C.  1302(b)(3).  1341,  1344) 

§  2615.1  Purpose  and  scope, 

(a)  Purpose.  The  purpose  of  this 
regulation  is  to  prescribe  the  rules  for 
determining  whether  a  treminating 
pension  plan  is  sufficient  and  the  man¬ 
ner  of  proceeding  with  the  termination 
of  a  sufficient  plan. 

(b)  Scope.  This  part  applies  to  deter¬ 
minations  of  sufficiency  made  after  the 
^ective  date  of  this  part  for  aU  plans 
that  are  covered  under  section  4021  of 
the  Act  and  that  are  required  to  file  a 
Notice  of  Intent  to  Terminate  imder  sec¬ 
tion  4041  of  the  Act. 


§  2615.2  Definitions. 

“Act”  means  the  Employee  Retire¬ 
ment  Income  Security  Act  of  1974. 

“Commute”  means  to  determine  the 
present  value  of  a  series  of  future  pay¬ 
ments  (usually  an  annuity)  using  the 
actuarial  valuation  method  prescribed 
in  Part  2610  of  this  chapter. 

“Enrolled  actuary”  means  an  actuary 
who  has  been  enrolled  pursuant  to  sec¬ 
tion  3042  of  the  Act  the  Joint  Board 
for  the  Enrollment  of  Actuaries  estab¬ 
lished  under  section  3041  of  the  Act. 

“Guaranteed  Benefits”  means  benefits 
that  are  guaranteed  under  Part  2605  of 
this  chapter. 

“Insurer”  means  an  insurance  com¬ 
pany  that  is  licensed  to  sell  annuities. 

“Notice  of  Sufficiency”  means  a  notice 
issued  by  the  PBGC  that  it  has  deter¬ 
mined  imder  this  part  that  plan  assets 
are  sufficient  to  pay  guaranteed  benefits 
when  due  after  such  assets  have  been 
allocate  to  benefits  in  accordance  with 
section  4044  of  the  Act. 

“Notice  of  Inability  to  Determine  Suf¬ 
ficiency”  means  a  notice  issued  by  the 
PB(]rC  that  it  has  determined  it  is  un¬ 
able  to  issue  a  Notice  of  Sufficiency. 

“PBGC”  means  the  Pension  Benefit 
Guaranty  Corporation. 

“Priority  category”  or  “priority  cate¬ 
gories”  mean  the  category  or  categories 
set  forth  in  section  4044(a)  of  the  Act. 

“Sufficient  plan”  means  a  plan  whose 
assets  are  adequate  as  of  the  date  they 
are  distributed: 

(1)  To  purchase  from  an  insurer 
those  benefits  in  priority  categories  1 
through  4  that  are  to  be  paid  as  an¬ 
nuities  under  this  part  (other  than  early 
retirement  benefits  to  be  provided  by  the 
PBGC  under  this  part) ; 

(2)  To  purchase  from  the  PBGC  those 
early  retirement  benefits  in  priority 
categories  1  through  4  to  be  provided 
by  the  PBGC;  and 

(3)  To  pay  all  other  benefits  in  prior¬ 
ity  categories  1  through  4  in  single  in¬ 
stallments. 

§  2615.3  Requirement  for  annuities. 

(a)  General.  When  a  plan  terminates, 
any  benefits  payable  as  an  annuity 
under  the  provisions  of  the  plan  must 
be  provided  in  annuity  form,  either  by 
the  Pension  Benefit  Guaranty  Corpora¬ 
tion  or  through  the  purchase  from  an 
insurer  of  contracts  to  provide  the  an¬ 
nuity.  The  PBGC  will  not  provide  ^- 
nuities  for  a  plan  that  closes  out  under 
a  Notice  of  Sufficiency  if  the  annuities 
required  to  be  provided  under  this  para¬ 
graph  can  be  purchased  from  an  insurer. 
For  purposes  of  this  paragraph  the  form 
of  anniiity  that  must  be  provided  is  an 
optional  form  of  annuity  contained  in 
the  plan  elected  by  the  participant  be¬ 
fore  the  date  of  plan  termination,  or  If 
no  optional  form  has  been  elected,  the 
form  that  would  be  paid  upon  retire¬ 
ment. 

(b)  Exception.  Notwithstanding  para¬ 
graph  (a)  of  this  section,  a  participant 
with  a  benefit  payable  as  an  annuls 
under  the  plan  may  elect  to  receive  his 
or  her  benefit  In  an  alternative  form  pro¬ 
vided  by  the  plan. 
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§  2615.4  Initial  determination  by  PBGC. 

(a)  Classification.  (1)  Upon  receipt  of 
a  Notice  of  Intent  to  Terminate  a  pm- 
Sion  plan,  the  PBOC  shall  determine 
whether  the  plan  appears  to  be  clearly 
insufficient  or  does  not  appear  to  be 
clearly  insufficient. 

(2)  This  determination  shall  be  made 
on  the  basis  of  all  the  facts  and  circum¬ 
stances  of  the  case,  which  may  include, 
but  are  not  limited  to,  whether  any  plan 
participants  (or  beneficiaries)  are  en¬ 
titled  to  guaranteed  benefits,  whether  all 
guaranteed  benefits  have  already  been 
purchased  from  an  insurer,  whether  the 
estimated  value  of  the  guaranteed  bene¬ 
fits  is  significantly  in  excess  of  plan 
assets,  the  size  of  the  plan,  the  plan  par¬ 
ticipant  census,  and  the  type  of  benefits 
provided  imder  the  plan. 

(b)  Clearly  insufficient  plans.  If  the 
PB(3C  determines  that  a  plan  appears 
to  be  clearly  insufficient  it  shall  issue  a 
Notice  of  Inability  to  Determine  Suffi¬ 
ciency  to  the  plan  administrator.  If  the 
plan  administrator  nevertheless  desires 
to  show  that  the  plan  is  sufficient  he  shall 
so  notify  the  PBGC  in  writing  within 
twenty  (20)  days  of  the  date  of  the  notice 
of  inability  to  determine  sufficiency  and 
proceed  imder  section  2615.5(d). 

(c)  Plans  which  do  not  appear  clearly 
insufficient.  If  the  PBGC  does  not  deter¬ 
mine  that  the  plan  appears  clearly  insuf¬ 
ficient,  it  shall  so  notify  the  plan  admin¬ 
istrator  and  the  provisions  of  section 
2615.5  shall  apply. 

§  2615.5  Determination  of  sufficiency. 

(a)  General.  The  PBGrC  will  issue  a 
notice  of  sufficiency  to  a  terminating 
plan  only  if  it  satisfies  the  requirements 
of  paragraphs  (b),  (c)  or  (d)  of  this sec¬ 
tion.  Otherwise,  the  PBGC  will  issue  a 
notice  of  inability  to  determine  suffi¬ 
ciency. 

(b)  Plans  which  have  no  participants 
eligible  to  receive  guaranteed  benefits.  If 
the  PBGC  determines  that  a  plan  has 
no  participants  eligible  to  receive  guar¬ 
anteed  benefits,  it  will  issue  a  Notice  of 
Sufficiency  to  the  plan  administrator. 

(c)  Plans  which  have  already  provided 
all  guaranteed  benefits.  If  the  PBGC  de¬ 
termines  that  a  plan  only  contains  bene¬ 
fits  payable  as  annuities  in  priority  cate¬ 
gories  1  through  4  and  that,  as  of  the 
date  of  plan  termination,  the  plan  has 
provided  all  those  benefits  through  the 
purchase  of  annuity  contracts  from  an 
insurer,  it  will  issue  a  Notice  of  Suffi¬ 
ciency  to  the  plan  administrator. 

(d)  All  other  plans — Alternative  7.  (1) 
The  PBGC  shail  issue  a  notice  of  suffi¬ 
ciency  to  a  plan  that  is  not  described  in 
paragraph  (b)  or  (c)  of  this  section  only 
if  such  plan  demonstrates,  using  the  pro¬ 
cedure  contained  in  this  paragraph,  that 
it  will  be  sufficient. 

Alternative  II — (1)  The  procedure 
contained  in  this  paragraph  shall  be  fol¬ 
lowed  for  a  plan  that  has  not  been  issued 
a  Notice  of  Inability  to  Determine  Suf¬ 
ficiency  and  that  is  not  a  plan  described 
in  paragraph  (b)  or  (c)  of  this  section. 

Such  procedure  shall  be  completed 
within  ninety  (90)  days  of  the  proposed 


date  of  termination,  unless  upon  the 
written  request  of  the  plan  administra¬ 
tor,  the  PBGC  shall  grant  an  extension 
of  time  for  completing  the  procedure. 

(2)  Elections  by  partMpants — If  a 
plam  provides  that  benefits  payable  as 
annuities  may  be  paid  in  another  form, 
each  participant  who  desires  any  such 
other  form  shall  elect  in  writing  the  form 
of  payment  he  or  she  desires.  The  plan 
administrator  shall  first  inform  the  par¬ 
ticipant  in  writing  prior  to  any  such  elec¬ 
tion  of  the  available  forms  of  pa3mient 
imder  the  plan,  of  the  risks  attendant 
to  these  forms,  and  that  if  he  or  she 
elects  to  receive  his  or  her  benefit  in  a 
form  other  than  as  an  annuity,  the 
PBGC  will  not  guarantee  that  other  form 
of  pasmient. 

(3)  Measure  of  sufficiency — A  plan  will 
be  issued  a  notice  of  sufficiency  if  the 
amount  which  would  be  determined  un¬ 
der  subdivision  (1)  of  this  subparagraph 
exceeds  the  amount  which  would  be 
determined  under  subdivision  (ii)  of  this 
subparagraph,  and  the  PBGC  receives 
the  certification  from 'an  enrolled  ac¬ 
tuary  described  in  subparagraph  (5)  of 
this  paragraph.  The  PBGC  may  waive 
the  requirement  of  a  certification  from 
an  enrolled  actuary. 

(i)  The  sum  of  the  value  of  plan  as¬ 
sets  determined  under  Part  2611  of  this 
chapter  after  subtracting  therefrom  all 
liabilities,  expenses,  fees  and  other  costs 
(including  benefit  payments  due  before 
the  date  on  which  plan  assets  are  distri¬ 
buted)  that  are  unpaid  as  of  the  date  of 
termination  or  that  the  plan  has  or  will 
incur  after  the  date  of  plan  termination. 
For  purposes  of  this  paragraph,  a  legally 
binding  and  enforceable  promise  by  an 
employer  made  before  the  date  of  plan 
termination  to  pay.  on  the  date  of  dis¬ 
tribution,  any  sum  necessary  to  make 
the  plan  sufficient  will  be  considered  a 
plan  asset  if  the  PBGC  determines  that 
the  fair  market  value  of  the  employer’s 
promise  is  adequate  to  render  the  plan 
sufficient. 

(ii)  The  sum  of:  (A)  the  value  as  of 
the  date  of  distribution  of  plan  benefits 
in  priority  categories  1  through  4  deter¬ 
mined  under  Part  2608  of  this  chapter; 
and 

(B)  the  cost  of  early  retirement  bene¬ 
fits  in  priority  categories  1  through  4  to 
be  provided  by  the  PBGC  under  para¬ 
graph  (d)  (4)  of  this  section. 

(iii)  For  purposes  of  determining  the 
value  of  benefits  in  priority  categories  1 
through  4  to  be  paid  as  annunities  a  rea¬ 
sonable  effort  shall  be  made  by  the  plan 
administrator  to  obtain  a  qualifying  bid 
from  one  or  more  insurers  on  all  an¬ 
nuity  benefits  other  than  those  annuity 
benefits  which  participants  have  elected, 
in  writing,  to  receive  in  another  form. 
The  lowest  qualifying  bid  shall  form  the 
basis  for  determining  the  value  of  bene¬ 
fits  to  be  paid  as  annuities.  A  qualifying 
bid  is  one  that: 

(A)  Is  exercisable  for  a  period  of  at 
least  thirty  (30)  days  after  notice  of  the 
bid  is  given  to  the  PBGC; 

(B)  Is  for  single  premium  nonpartici¬ 
pating  annuities  which  are  non-sur- 
renderable;  and 


(C)  Does  not  include  the  cost  of  pro¬ 
viding  any  additionsd  benefits  not  found 
in  the  pr^rity  categories  contained  m 
part  2608  of  this  chapter. 

The  PBGC  reserves  the  right  to  re¬ 
quest  a  bid  frcxn  an  insurer  insurers 
on  behalf  of  any  plan.  The  value  of  those 
benefits  in  priority  categories  1  or  2 
which  are  payable  in  a  single  Installment 
under  the  plan  and  are  not  derived  from 
commuting  the  value  of  an  annuity  shall 
be  determined  under  Part  2608  of  this 
chapter.  The  value  of  a  single  install¬ 
ment  derived  from  commuting  the  value 
of  an  annuity  shall  be  computed  in  ac¬ 
cordance  with  §  2610.3(c)  of  this  chapter. 

(4)  Special  rule  for  early  retirement 
benefits  not  in  pay  status,  'rills  para¬ 
graph  applies  to  the  benefits  of  plan  par¬ 
ticipants  to  be  paid  as  annuities  who  as 
of  the  date  of  plan  termination  had  a 
nonforfeitable  right  to  early  retirement 
benefits  but  had  not  retired. 

(i)  If  the  particiiiant  retires  before 
the  date  of  distribution  of  plan  assets, 
an  additional  bid  for  the  early  retire¬ 
ment  benefit  shall  be  obtained  from  an 
insurer,  which  bid  shall  become  the  value 
of  the  benefit  for  purposes  of  this  para¬ 
graph. 

(ii)  If  the  participant  does  not  retire 
before  the  date  of  plan  termination  and 
a  bid  for  providing  his  early  retirement 
benefit  is  obtained  from  an  insurer  that 
reasonably  refiects  its  value,  such  bid 
shall  become  the  value  of  the  benefit  for 
purposes  of  this  paragraph. 

(iii)  If  neither  subdivision  (i)  or  (ii) 
of  this  subpagraph  applies,  the  plan  ad¬ 
ministrator  shall  obtain  from  the  PBGC 
the  cost  of  the  participant’s  benefit  which 
shall  become  the  value  of  the  benefit  for 
purposes  of  this  paragraph. 

(5)  Certification  from  enrolled  actu¬ 
ary.  An  enrolled  actuary  shall  certify 
that: 

(i)  The  benefits  payable  under  the 
plan  have  been  properly  computed  and 
their  values  properly  determined  using 
the  rules  for  valuation  contained  in  this 
paragraph;  and 

(ii)  That  the  value  of  plan  asets  de¬ 
termined  pursuant  to  paragraph  (d) 
(3)  (i)  of  this  section  will  be  equal  to  or 
greater  than  the  plan  liabilities  deter¬ 
mined  pursuant  to  paragraph  (d)  (3)  (ii) 
of  this  section. 

§  2615.6  Distribution  of  plan  assets. 

(a)  General.  Upon  receiving  a  Notice 
of  Sufficiency  the  plan  administrator 
shall  proceed  to  close  out  the  plan  in  ac¬ 
cordance  with  the  procedures  set  forth 
in  this  i>aragraph. 

(b)  Allocation  of  assets.  ’The  plan  ad¬ 
ministrator  shall  allocate  the  plan  assets 
available  for  allocation  in  accordance 
with  Part  2608  of  this  chapter  based  on 
the  values  of  the  plan  benefits  cc«n- 
puted  using  the  rules  for  valuation  con¬ 
tained  in  §  2610.3(c)  of  this  chapter.  The 
value  of  early  retirement  benefits  in 
priority  categories  5  or  6  of  participwts 
not  retired  as  of  the  date  of  termination 
shall  be  determined  using  the  methods 
prescribed  in  S  2615(c)  (4) .  The  PBGC 
will  provide  for  the  payment  of  any  such 
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early  retirement  benefits  to  which  plan 
assets  are  allocated.  For  purposes  of  this 
paragraph,  assets  available  for  alloca¬ 
tion  include  all  plan  assets  after  sub¬ 
tracting  therefrom  all  liabilities,  ex¬ 
penses,  fees  and  other  costs  (including 
benefit  payments  due  before  the  date 
plan  assets  are  distributed)  that  are  un¬ 
paid  as  of  the  date  of  termination  or  that 
the  plan  has  or  will  incure  after  the  date 
of  plan  terminati(m. 

(c)  Distribution  of  assets.  Distribution  ' 
of  plan  assets  must  occtir  within  ninety 
(90)  days  after  the  date  of  the  Notice  of 
SufiBciency.  The  plan  administrator  shall 
pay  to  the  PB(3C  assets  equal  to  the 
value  of  any  early  retirement  benefit  to 
be  provided  by  the  PBGC  under  §  2615.5 
(c)(4)  or  12615.6(b).  The  PBGC  may 
grant  extensions  of  time  for  completing 
the  distribution  of  plan  assets. 


(d)  Subsequent  insufficiency.  If  at  any 
time  after  Issuance  of  a  Notice  of  Suf¬ 
ficiency  the  plan  administrator  discovers 
that  the  plan  assets  available  for  allo¬ 
cation  are  insufficient  to  provide  all  ben¬ 
efits  in  priority  categories  1  through  4, 
the  plan  administrator  shall  immediately 
notify  the  PBGC. 

§  2615.7  Submisison  of  di^iribulion  in* 
formation  to  PBGC. 

The  plan  aoministrator  shall  submit  a 
certified  statement  to  the  PBGC  not 
later  than  sixty  (60)  days  after  the  dis¬ 
tribution  of  plan  assets  has  been  com¬ 
pleted  which  shall  contain  for  each  par¬ 
ticipant  or  beneficiary  his  or  her  name, 
address,  telephone  number,  sex,  date  of 
birth,  social  security  niun^r,  the  amount 
of  the  benefit  provided  the  participant 
(or  his  or  her  beneficiary)  under  the 


\ 


\ 


plan  and  the  form  in  which  the  benefit 
was  provided  (including  the  basis  for 
computing  the  amount  and  form  of  the 
benefit  provided) . 

Issued  at  Washington,  D.C.,  this  22d 
day  of  October,  1976. 

W.  J.  USERY,  Jr., 
Chairman,  Board  of  Directors,  , 
Pension  Benefit  Guaranty  . 
Corporation. 

Issued  on  the  date  set  forth  above 
pursuant  to  a  resolution  of  the  Board  of 
Directors  authorizing  its  Chairman  to 
issue  this  Notice  of  Proix)6ed  Rulemak¬ 
ing. 

Henry  Rose, 
Secretary,  Pension  Benefit 
Guaranty  Corporation. 
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